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HERE'S HOW... 


Angelica Uniform S> achieves maximum automation 
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preparation of invoices, tabulation of sales 
analyses, and other statistics. 


The Moore man, using Moore facilities, 
helped with the scientific design and con- 
struction of the forms . . . 3-part Customer 
Acknowledgment, 5-part Order Form, and 
4-part Invoice. 


If you would like to read 
the details in this booklet, 
write on your Company 
letterhead to the Moore 
office nearest you. 
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MOORE BUSINESS FORMS 


Inc 
NIAGARA FALLS, N. Y. . DENTON, TEA. ° EMERYVILLE, CALIF. 





Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 





offices and factories across U.S., Canada, Mexico, Caribbean, and Central America. 
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IAS, of course, is not in competition 


with colleges or universities. Operating in the field of 


adult education, its function is to provide complete 


technical training in accounting and allied subjects, as well as refresher 


or advanced courses to those with previous accounting training. Also, in these 


complex times many with excellent educational 


One or more college 
degrees frequently are 
noted among the 
listed qualifications 
of IAS enrollees. 


During the past 

seven years* 10,532 

men and women who had 
graduated from 

college or university 
enrolled for IAS training. 


During that same period 
more than that number 
of others whose college 

or university programs 
had been interrupted 
ptior to graduation 
also enrolled. 


* January, 1950 
through 


December, 1956 





backgrounds in the arts or sciences discover a 
need for professional training in accounting. 


e Throughout the country many university instructors 
in accounting make it a point to suggest IAS when they 
are asked to recommend a good home-study school. We 


are grateful for their fine co-operation. 


e The IAS elective plan enables the student to concen- 
trate his study efforts on those subjects that are a matter 
of practical concern in his work. Through home study, 
college graduates and others in need of refresher 
courses or additional advanced training can add to 
their technical backgrounds by making constructive use 
of their spare time. 





The school’s 24-page Catalogue A is 
available free upon request. Address 
your card or letter to the Secretary, LAS 






INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 
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ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controliers Institute of America 







1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and_ financing, together 
— the necessary procedures to effectuate the 
pian. 












2. To measure performance against approved 
Operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and tke 
compilation of statistical records as required. 









3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 










4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 







5. To interpret and report on the effect cf 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business, 








6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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‘Simple? Even the 
chairman of the board 
puns ttf" 


A Marchant is the easiest of all calculators to run. 
The controls are conveniently grouped in a com- 
pact area—hand travel is at a minimum. And in 
many problems a Marchant requires fewer steps 
to the answer. 

The Marchant has other important advantages, 
too. Its quiet speed is one—up to twice that of any 
other calculator. Trouble-free dependability is an- 
other—hand in hand with time and money saved. 
And the Marchant gives you continuous proof —a 
straight-line, true-figure dial check of every num- 
ber entered during a calculation. 

What do those advantages add up to? To your 
assurance of the utmost accuracy in your figure- 
work, and to a more efficient, more profitable 
operation of your business. 


MARCHANT 
CALCULATORS 


INC, 
OAKLAND 8, CALIFORNIA 


Mail this coupon, with your business letterhead, 
to the address above for free: C-7 


Descriptive literature on Marchant Calculators 
Index to Modern Figuring by Marchant Methods J 
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HIGH SPEED AUTOMATIC 
MARCHANT FIGUREMATIC 





Modern Management Counts on Marchant 











ALL IS NOT 


Editors, THE CONTROLLER: 
The following is for the information of 
your readers. 


RICHARD WEINER 
New York 


ORIGIN OF MONEY TRACED BY 
PSYCHOLOGIST 

Today’s money developed as a by-prod- 
uct of primitive religious ceremonies, ac- 
cording to a prominent New York psycholo- 
gist. Writing in the current issue of the 
Journal of Hillside Hospital, Glen Oaks, 
N. Y., Dr. William H. Desmonde states 
that money in its early usage had more 
emotional value than economic significance. 


GOLD... 
In an article titled “The Origin of Money 


in the Animal Sacrifice,’ Dr. Desmonde 
traces its origin to early food rituals. His 
theory establishes money as. a symbol of the 
dual nature of man’s emotional develop- 
ment. 

According to this theory, the compulsive 
tendencies of irrational guilt, hatred and 
anxiety were lodged in the ancient practice 
of animal sacrifice. This ceremony gave rise 
to an exchange of coins which in turn fos- 
tered a highly civilized community spirit. 

The first measure of value, according to 
Dr. Desmonde, was the bull. The bull was 
sacrificed at the altar and eaten during a 
food ritual which was the nucleus of the 
family group, the first form of society. The 
family, adds Dr. Desmonde, was basically 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 
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Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
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a religious organization held together by an. 
cestor worship. 


The psychologist contends that the bull { 


sire of a herd, actually represented a father 
image, consistent with Freud’s theory of 
group psychology that says social units 
grow out of individual identification with , 
central parent figure. Dr. Desmonde devel. 
ops the theory of the “sacrificial meal” as 
an outlet for irrational hostility toward the 
father which, at the same time, gave the 
participant ‘‘atonement for the guilty 
wishes.” 

Following the Freudian approach further 
he suggests that early money represented 
repressed incestuous desires. for the mother 
as well as hatred, fear and guilt toward the 
father image. According to Dr. Desmonde 
medical research on ulcers, and similar 


nervous disorders, supports the theory that | 


the unconscious wishes of an immature par- 
ent relationship are frequently at the core 
of the powerful money drive in modern 
man. 

In another sense, the theory treats money 
as a symbol of the community and states 
that early coinage established union among 
individuals. “The ancient city,” the author 
writes, ‘“‘was a union based on the worship 
of a common god and the distribution to the 
citizens. of coins bearing the image of the 
community’s protective divinity brought 
each individual into communion with the 
deity.” 

The bull was used by priests as a unit of 
value in their commercial transactions, and 
the article notes that historians have sug- 
gested that the priesthood invented coinage 
to simplify exchanges arising from bequests 
and offerings to the temple treasury. Coins 
became a badge of membership in the reli- 
gious group and were used as tokens to ad- 
mit people to the sacrificial feasts of their 
cult. 

The significance of coins distributed by 
the priest or head of state, Dr. Desmonde 
states, was far greater than the measure 
ment of their commercial value. “They 
served the purpose of creating an emotional 
communion of all the people who wor- 
shipped the same god,” he adds. 

Early money, which symbolized the ritual 
of the common meal, revitalized a coopera- 
tive spirit among men, according to the 
psychologist’s thesis. “Money was the core 
of the individual’s emotional life,” he con- 
cludes, ‘‘for participation in the divine com- 
munion served to inspire each person with 
an enhanced feeling of noble commitment.” 


A TEACHERS MANUAL 


Editors, THE CONTROLLER: 

The April 1957 issue of Management 
Review has a brief description of “Rx Em- 
bezzlement” by William Phelan which 
was published in the January 1957 issue 
of THE CONTROLLER. 

I have just revised my textbook “Psy- 
chology Applied to Life and Work” and 
I am now preparing a Teachers Manual 
for the use of the classroom teachers who 
use the book as a text. 


May I have your permission to fepfo- } 


duce the Management Review description 

of this article and to tell the teachers that 

the article is available at a price of 60c? | 
(Continued on page 322) 
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Every Accounting Executive Should 


Know About This 


Newest Method of Work | 
Reduction in Accounting ; 
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Copying as Much as 70% in Accounting Operations! 


(BRUNING ) 


You owe it to yourself and to your company to get the important 
savings offered by this newest concept of paperwork simplification 
in accounting operations! It’s the revolutionary one-writing method 
made possible by modern Copyflex copying machines! 


Accounting paperwork involves a tremendous amount of rewrit- 
ing and clerical copying. Hundreds of accounting firms and depart- 
ments have proved that Copyflex eliminates virtually all of this 
costly work load! 


With Copyflex, only new or variable information is entered on 
worksheets or forms. Then exact, black-on-white copies are made 
in seconds—without slow, costly, error-prone rewriting and retyp- 
ing of constant or previously issued data. Copyflex machines are 
clean, odorless, economical—81/ x 11-inch copies cost less than a 
penny each for materials! Models are available with copying 
widths up to 54 inches. 


The comprehensive 16-page booklet illustrated above fully de- 
scribes how the Copyflex one-writing method speeds and simplifies 
preparation of all types of reports, schedules, analyses, statements, 
worksheets, and records. It’s a gold mine of information that you 
would find difficult to obtain elsewhere. It’s yours at no cost or 
obligation. Send for your copy today! You'll be glad you did! 


CHARLES BRUNING COMPANY, INC., CHICAGO 


“teamnd&. Canada: Charles Bruning Co. (Canada) Ltd., 105 Church St., Toronto 1, Ontario 








Copies anything typed, written, 
printed, or drawn on ordinary 
translucent paper—in seconds. 


Chpytex 


Offices in 38 Cities of the U.S. and Canada 


Charles Bruning Co., Inc., Dept. 72-U 
4700 Montrose Avenue, Chicago 41, Illinois 




















Revolutionary One-Writing Method Slashes Rewriting and Clerical 


| 

Please rush me my free copy of your new 16-page booklet, | 
“Shortcuts to Accounting”! | 
Name. ___Title 
c Pr y ! 
Address | 
City Zone____ State___ | 
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%& PUTTING IDP TO WORK 


by Donald L. Rehberg 


by Professor Louis O. Foster 


by R. L. VanDeMark 
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shall be glad to receive your recommenda- 
tions in order that teachers of psychology 
may have the benefit of this article. 


H. W. HEPNER 

Syracuse University 

College of Business Administration 
Syracuse, N. Y. 


NOTES AND QUOTES ... 


Editors, THE CONTROLLER: 

May we have your permission to quote 
excerpts from the article “The Key to a 
Productive Executive Incentive Plan,” 
which appeared in the September 1956 
issue of THE CONTROLLER in our Notes 
and Quotes and to make reprints of the 
complete article for readers who request 
them ? 

Notes and Quotes, a copy of which is 
enclosed, is mailed each month free of 
charge to group insurance policyholders 
and others interested in employe relations. 
Reprints are also sent free of charge. 


JUSTINA VAN DEUSEN 

Editor, Notes and Quotes 

Connecticut General Life Insurance Co. 
Hartford, Conn. 


THE CONTROLLER............ ie 


Forthcoming Features 


IN THE CONTROLLER 


He RATES OF RETURN: THE EFFECTS OF BORROWING 


ye FORECAST YOUR INVENTORY 


% ANALYSIS AND CONTROL OF A CASH FLOW SYSTEM 





AND MORE QUOTES... 


Editors, THE CONTROLLER: 

The editorial staff of the magazine, 
Journal of Machine Accounting, thought 
the article “The Future of the Program- 
mer,” which appeared in the April issue 
of THE CONTROLLER, was so excellent 
that we would like to reprint it in a future 
issue of the Journal. 


CHARLES H. JOHNSON 

Chairman, Advisory Board 

National Machine Accountants Association 
Chicago, III. 


HOSPITAL PURCHASING AGENTS 


Editors, THE CONTROLLER: 

We would like permission to publish in 
Hospitals, Journal of the American Hos- 
pital Association, an article that appeared 
in the March 1957 issue of THE CON- 
TROLLER. The article referred to is “An 
Approach to Selecting Economic Buying 
Quantities” by Norman E. Lang. 

If permission is granted for reprinting 
the article in our publication, it would be 
prefaced by a short introduction estab- 
lishing connection between the purchas- 





on. ee 


ing agents referred to in the article and 
hospital purchasing agents. Full credit 
would be given your publication and the 
author. 


REx N. OLSEN 
Assistant Editor, Hospitals 
Chicago, IIl. 


ESTABLISHING COSTS FOR 
ELECTRONIC SERVICES 
Editors, THE CONTROLLER: 

The review of an article ‘‘Planning and 
Control in Machine Accounting Installa. 
tions” by Maurice S. Newman, which ap. 
peared in the April 1957 issue of the 
Journal of Accountancy, interested me 
very much. I am anticipating an instal. 
lation of electronic machines for pay 
roll and accounting services. A more de- 
tailed explanation on how the cost was | 
figured would be helpful in my establish. | 
ing prices for these services. It would be 
greatly appreciated if you could furnish 
me with additional information on the | 
method of establishing a standard cost so 
that proper fees could be charged. 


THOMAS A. CAMIOLO 
Rochester, N. Y. 


We believe the answers to all the ques- 
tions are included in the whole article, which 
appeared in the January 1957 issue of THE 
CONTROLLER, and included suggested forms 


for setting up cost schedules. 


—The Editors 





American Appraisals 
eliminate “Ghosts” in 
property accounts 


An American Appraisal original cost 
study and check of physical assets 
often reveal items of property dis- 
posed of, but not eliminated from 
property records — affecting costs, 
profits and taxes. 


The 
AMERICAN 
APPRAISAL 


Company 
leader in property valuation 


HOME OFFICE: MILWAUKEE 1, WIS. 
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Satisfying Salaried Employes 

Because the number of white-collar workers has been in- 
creasing steadily, industrial management is stepping up its 
efforts to insure that white-collar morale and job satisfaction 
keep pace with numerical growth. White-collar workers, 
incidentally, now outnumber production workers 25.4 mil- 
' lion vs. 24.9 million. 


Management has been well described as the process of 
getting results ¢4rouvgh people. The principles and practice 
of personnel management have been oft explored in com- 
prehensive volumes such as the recently revised edition of 


| “Personnel Management’’ by C. H. Northcott (Philosophical 
| Library, New York, $10.00) and other volumes in this field. 


A new booklet entitled “Satisfying Salaried Employes’ 
published by the National Association of Manufacturers 
(50 cents per copy) covers four areas which it felt hold the 
answers to job satisfaction in the office and laboratory. It is 
designed as a practical manual for building better relations 
with all white-collar categories, including technical and 
professional, supervisory and administrative, engineering 
and scientific, sales and research, clerical and stenographic, 
as well as general personnel. 

The NAM study is designed to help employers find out 
what salaried workers want in their job, and then point up 
ways and means of providing these job satisfactions. It says 
that if management is to secure the full and voluntary co- 
operation of its salaried people—in terms of skill, effort, and 
petformance—its relation with office personnel must be 
based on fair dealing and recognition of the individual. 

“Important and continuing management attention must 
be applied to the task of uncovering, understanding and cor- 
recting causes of dissatisfaction,” the study observes. 

Employes generally have certain basic needs, such as 
“recognition as an individual,” and a “feeling of belonging, 
accomplishment, and security.” The Association’s study 
shows that white-collar employes want good supervision, 
prestige, the chance for growth and advancement, a good 
salary, security, and congenial work environment. 


let's Repeal “Parkinson’s Law” 


Which of the various fields of activity is reflecting the 
gteatest_ growth: electronics, chemicals, public utilities? 


¥.UM 


Before you answer, it may be well to note some figures 
compiled recently by the Federal Reserve Bank of New 
York. They indicate that state and local government ex- 
penditures for goods and services expanded, between 1902 
and 1955, some thirtyfold, while gross national product 
spending for goods and services expanded only twentyfold. 
About 10% of the nation’s nonfarm workers, approxi- 
mately five million people, are employed by our localities 
which spend approximately 8% of the nation’s total or 
somewhat more than $35 billion a year. 

Our “‘little” governments are thus revealed as part of 
one of our biggest “industries.’’ This also confirms an 
article published in the British weekly, The Economist, in 
1955, which observed that government officials tend to 
multiply subordinates who then engage in “make work” 
programs for one another. In a lighthearted moment, The 
Economist labeled its finding ‘‘Parkinson’s Law.’’ Perhaps 
this is the time to consider a motion to repeal. 


New Tacks for “Subs” 


Recent judicial and other government actions, in con- 
nection with mergers and corporate stock acquisitions of 
other corporations, have stimulated further consideration 
of the jointly owned subsidiary as a method “‘less vulner- 
able to antitrust attack.’ According to the Diversification 
Institute of New York, last year witnessed development of 
242 joint corporate ventures with 75 in the petroleum in- 
dustry alone. The steel industry accounted for 46, chemicals 
for 35, insurance for 23, and atomic energy for 12. 

In addition to providing less antitrust vulnerability, it 
was stated, the joint corporate venture can help spread the 
cost of research or exploration and also can facilitate mar- 
ket penetration because of the combined prestige of the 
corporate parents involved. 


O! 

Our attention wandered recently from the financial col- 
umn of the daily newspaper to the book section where we 
noted an advertisement about ‘““The Wonderful O,” which 
narrates the results of a decision by the inhabitants of an 
island whereby the letter “‘O’’ was eliminated from their 
vocabulary. 

Cnfusin reigned, ’tis said, and chas. 

The islanders decided, however, that four words using 
“O” must never be lost: hope, love, valor and . . . . but 
the identity of the fourth word is not revealed in the an- 
nouncement. 

We could not help conjecturing about the possibility 
that the publishing firm’s controller may have recom- 
mended that the fourth word be “‘control.’’ We may be 
biased, but cntrl gives us trouble. As does the thought of 
handling a string of ciphers in an earnings statement. 

O— it’s wonderful indeed! 

—PAUL HAASE 


THE CONTROLLER..............- eee. JULY 1957 
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WORD FOR SIMPLIFYING ACCOUNTS REGEIVAD 














Sulap (sii-é-ap), n.—A machineless Simplified Unit In- 
voice Accounting Plan wherein the invoice becomes the 
accounts receivable ledger. 1. provides for the elimi- 
nation of expensive equipment such as accounting 
machines. 2. saves greatly 
on labor costs. 3. enables 
charges and credits to be 
handled up to 60% faster. 
4. eliminates monthly 
statements and postings. 
5. permits prompt and ac- 
curate credit authorization 
and automatic up-to-date 
collection follow-up which 
in turn reduces expensive 
delinquencies and bad-debt 
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DIVISION OF SPERRY RAND CORPORATION 
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ls budgeting a mere technique 
| or can we classify it as a science? 


Control by Budget 


James L. Peirce 


UDGETARY CONTROL has a _ thousand 
B connotations, depending on the com- 
pany in which it is practiced. The word 
“budget” alone has many meanings. Even 
the emotional responses it arouses differ 
quite radically. To some people it is syn- 
onymous with orderly management; to 
others it means restriction and frustration. 

Many companies profess to have no 
budgetary control—yet upon questioning, 
their finance officers admit to multifarious 
versions of planning, estimating, forecast- 
ing and appropriating. These have a de- 
cided flavor of the budget despite all 
denials. It is a question, in fact, whether 
there is such a creature as a business with- 
out some form of budgetary control, or 
whether such an enterprise would not ac- 
tually be out of control altogether. 

This suggests the opportunity for some 
organized thinking in this fine field. It is 
my hope to survey with you a few of the 
dificult problems in which clear thinking 
is needed. Budgeting is a mature subject, 
and there is little really new to say about 
it. Yet its practice, on the whole, is not 
mature, and we all must face up to our 
failure to realize its full possibilities. 


WHAT IS BUDGETING? 

Is budgeting a mere technique or can 
we classify it as a science? Dictionary 
definitions seem to afford quite a lot of 
support for calling it a science. The pres- 
ence of verifiable general laws and the sys- 
tematizing of knowledge with reference to 
these laws is reason enough. I feel this to 
be important as a starting point. When 
fixed rules and laws can be discovered for 
the practice of any technique, it takes on 
aspects which portend great development. 
Budgeting fits this specification. 

We find as we explore this subject that 
the rules which govern the science of 
budgeting are not accounting rules. 
Neither are they rules of organization, al- 
though both of these fields of knowledge 
are indispensable to its practice. The rules 
with which we are concerned are those 
which establish working understandings 
between individuals. 


It is only because business is a complex 
organization of many individuals that 
budgeting is needed. It makes possible the 
cultivation of the relationship of these in- 
dividuals to each other along a construc- 
tive course. Budgeting is the most funda- 
mental expression of the relationship of 
the man who hires to the man hired. It is 
a philosophy of communication. 

To make this fact clear, examine for a 
moment, if you will, the ascending scale 
of man-to-man work relationships through 
the ages. The earliest (if we except in- 
voluntary servitude) was the simple agree- 
ment by the worker to do what he was 
told in return for a fixed wage. Later, a 
new incentive in the form of piecework 
found its way into the bargain. Then, as 
business advanced, came other incentives. 
In return for a man’s best effort he was 
offered wage raises and promotions. 

His performance under this arrange- 
ment was appraised largely on how well 
he used his employer’s time. As his work 
began to include the supervision of others, 
it became important to consider his use of 
his employer's money also. It was here 
that the budget entered the scene. In one 
form or another his expenditures were 
planned and limited, and his success de- 


pended to a marked degree upon how well 
he handled the money allotted to him. 





From this relatively modern plane it is 
only a step, although it may be a steep 
one, to the relationship which we are justi- 
fied in considering the most enlightened 
yet discovered. Here management says to 
its subordinates: “First I will explain the 
job to be done. You plan it, with my 
guidance, and when I have approved your 
plan, we will agree on a budget to guide 
you. 

Now we have the foundation of a 
sound business relationship between two 
individuals. The man responsible knows 
what is expected of him and how much 
he can spend. If circumstances change, a 
new budget may be built on the same 
foundation of understanding. But unless 
this occurs, the original budget is a com- 
mitment not to be exceeded without spe- 
cific authorization. 

Budgeting has become a management 
attitude. When line and staff understand 
it properly, the company benefits from 
constant attention to planning operations 
and controlling to the plan. A correct 
budget philosophy encourages independ- 
ent thought and generates ideas. It fur- 
nishes the impulse to effective action and 
facilitates direction of executive effort. 
This spark of inspiration, however, comes 
not from the techniques of quantitative 
measurement but rather from the cultiva- 





JAMES L. PEIRCE, president-elect, 1957-58, of Control- 
lers Institute and vice president and controller of A. B. 
Dick Company, Chicago, Ill., has been active in the affairs 
of CIA since 1941 having served as president of the Chi- 
cago Control, 1950-51; as vice president, Region VIII, 
1954-55; as chairman of the national Planning Committee, 
1952-53, and of the national Executive Committee, 1954-55; 
and as a national director, 1953-56. He is currently a 
trustee of Controllership Foundation. This paper was pre- 
sented before the National Society for Business Budgeting. 


THE CONTROLLER............... 








ane: ns 2p ae 








327 





tion of a specific understanding between 
the man responsible for spending and the 
one to whom he reports. 


WHAT IS A BUDGET? 

The budget itself—the primary tool of 
this promising philosophy—may be de- 
fined as a plan of operation stated in the 
language of figures. It is also a constant 
look at the future—the beam of the head- 
light on your car. It is the indispensable 
preliminary to control. And it is the first 
essential of the incessant cost-reduction 
effort without which competitive industry 
could not survive. 

In pursuing the definition of the budget, 
it may be useful to see what it properly 
includes. The first step is to recognize that 
it covers income as well as outgo. It is of; 
little use to budget expenses without also’ 
budgeting sales, because the two are in- 
separably related, and must be controlled 
together. We will subsequently explore 
the close relationship of expenses and 
capital expenditures, and I hope to make 
it clear that the latter must be governed 
by a budget in order to make the operating 
budget work. It is only a short step to the 
planning of working capital needs and of 
financing, and when these have been trans- 
lated into future dollar values, we may 
look at our planning and budget structure 
with a sense of completeness. We have an 
adequate tool for purposes of control. 

Before entering into the details of the 
argument in favor of these conclusions, I 
should like to pose the classic igsue that 
faces all who work with budgets—the 
question of what we might call its tight- 
ness. 


How tight or how loose should a budget 
be? 

Is the budget a standard? 

A goal? 

An estimate? 

A maximum ? 

Is it normally attainable? 

How does it relate to sales quota? 

Or to forecast? 


We have to deal here with semantics as 
well as concepts, but the distinctions sug- 
gested by these various terms seem funda- 
mental to me. Some promising installa- 
tions have rash until the budget 
has lost all meaning, solely from failure to 
maintain an understanding of what the 
budget level implies. Therefore our first 
need is to establish this definition. 


THE BUDGET LEVEL 

The budget level, as I see it, should al- 
ways represent the actual plan of opera- 
tions. The sales budget should express a 
planned level of volume. Cost and ex- 
pense budgets should reflect amounts re- 
quired to carry out a carefully constructed 
plan of production, selling, administration 
and so on. The correlation is always to 
planning. 

Yet we cannot stop here because plan- 
ning itself requires defining. The planned 
level of sales, for example, is one that the 
company’s best efforts may be expected to 
produce. It does not represent an easily at- 
tained minimum standard, nor is it an 
ephemeral goal, held always temptingly 
beyond reach. The plan is an objective 
that all who accept it can conscientiously 
commit themselves to meet by the full use 


EXECUTIVE EDUCATION 

American universities are marketing a new educational 
product, according to a study by the National Industrial 
Conference Board, namely, courses for businessmen organ- 
ized because they recognize a need they feel qualified to fill. 
Through these courses executives establish the kind of con- 
tact with their peers from other companies that leads to a 
more concentrated exchange of ideas, experience and points 
of view conducive to the development of broad-gauge 


people. 


Executive development courses did not begin their rapid 
growth until after 1950 and by 1954 there were 17 such 
courses in operation in 15 universities. Today there are al- 
most twice as many courses being offered and no evidence 
that the saturation point has been reached. Most of the ex- 
ecutive courses last at least two weeks but less than the full 
academic year and require full-time study and class work. 
Most courses meet regularly five and one-half days a week 
and a few operate on a full six-day schedule. 
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of their energies. It is difficult enough t 
challenge but not difficult enough to dis. 
courage. It is rooted in prethinking so de. 
tailed and thorough that the organization 
knows, department by department, the 
steps it must take and the quality of per- 
formance it must display in order to fulfil] 
i; 

Now what about the related terms? 

The word “standard” fails to convey 
the breadth of meaning that enters into a 
plan or budget. In currently accepted us. 
age, the standard manufacturing cost of a 
product, for instance, may be a cost attain- 
able under ideal, or even ‘average operat- 


ing conditions. It may be necessary, owing 
g y 8 | 


to unusual circumstances, to budget at a 
higher level than standard. 

“Forecast” carries the implication of an 
appraisal of a future beyond our control— 
as we generally think of the weather. It 
loses the fine significance of specific plan- 
ning and the clear mandate to provide the 
control feature. Looking ahead longer 
than, say, 12 months we might properly 
descend from budgeting to merely fore- 
casting operations. 


“Estimate” is subject to similar objec. | 


tions. It omits any sense of planning and 
control and leaves the flavor of guesswork. 
An estimate lacks conviction and character 
as compared with a budget if the latter is 
composed properly. It even suffers in com- 
parison with a thoughtful forecast. 
“Objective’’ is a word closely related to 
the budget, but its connotation is indef- 
nite. We may have attainable objectives or 
deferred objectives, but the word has di- 


verse meanings and is difficult to correlate | 


directly with planning. The definition of 
our objectives is desirable, but we must 
then face the more difficult task of plan- 
ning and budgeting to attain them. 


“Goal” and “target’’ are useful words | 


in the management process of building an 
organization’s resolve for maximum pet- 
formance. They lack the sense of obliga- 
tion that accompanies a budget, however, 
and leave the implication of a desirable 


level, with some room for falling short of | 


its achievement. Goals and targets have 
their place in budget practice. Particularly 
in long-range projection, they are valuable 
guides to progress, but the planning proc- 
ess transforms them into the solid reality 
of budgets. 

“Quota,” as usually applied to sales, 1s 
a selling tool. Frequently broken down 
into sales territories, it normally indicates 
an objective attainable with effort and ex- 
perience. Quota levels vary widely, and 
are frequently the basis for payment of 1n- 
centives. Quotas are commonly higher 
than budget levels, for a realistic sales 
budget necessarily takes into account any 
expected failure to reach quota in some 


territories. Furthermore the budget of | 


sales volume must always be set at a realis- 
tic point in order that the budget of pro- 
duction may be established in conformity 
with it. 
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I am well aware that this vocabulary is 
not used uniformly in industry, and that 
shadings of meaning differ from company 
to company. Perhaps, however, this analy- 
sis will point up the absolute need for a 
concept of the meaning of the budget 
level in order for the budget idea to pros- 
per in any organization. 


THE VALUES OF BUDGETING 

The heart of any consideration of the 
budgeting idea is contained in the values 
we expect to derive from it. We should 
therefore be devoting serious thought to 
what these values are and whether or not 
we are actually realizing them. 

There are innumerable ways to describe 
the virtues of a budgeting program. Most 
of these advantages apply equally to a sys- 
tem of planning and control, for the two 
are really synonymous. 

First in the list I should put the assur- 
ance that, if the budgeting is properly 
done and the control exercised intelli- 
gently, we have something approaching 
assurance of realizing a satisfactory profit. 
We need not labor the essentiality of a 
profit. Industry would soon crumble with- 
out growth and this growth is dependent 
upon a stream of new capital equipment, 
and this capital must, in the long run, be 
provided by profits. No business can suc- 
cessfully follow an unplanned, uncharted 
course. The present is one of the partic- 
ular periods in our history when a profit 
cannot be realized without planning for it 
and exercising the controls that produce it. 

Second, intelligent budgeting provides 
a basis for making proper management 
decisions. When a company’s operations 
are geared to a preconstructed plan, deci- 
sions are not reached in an atmosphere of 
haste. Major decisions have been antici- 
pated in the planning and it is possible at 
any time to appraise the effect of deviat- 
ing from the plan. Such deviation may 
take the form of increases in wage rates, 
reductions in prices or failure to reach 
budgeted volume. Each of these occur- 
rences, whether or not completely within 
the control of management, is made in re- 
lation to the planning, as evidenced by the 
budget, and its effect is reflected at once in 
revised planning. 

The third specific value of budgeting 
detives from its use as a mechanism for 
controlling and reducing costs. The lever- 
age of a planned profit operates to point 
up this necessity and emphasizes the rule 
of today’s business that no continuing 
profit can be had without cost reduction. 
The budget should in itself call for a rea- 
sonable amount of cost reduction in each 
budget period. In fact it is almost certain 
that adherence to budgeted gross margin 
will dictate scrutiny of such cost-reduction 
avenues as improvement in manufacturing 
methods, reconsideration of make-or-buy 
decisions, reorganization of staff functions 
and so on. 





“We can’t afford to try to keep up with the 


people who are trying to keep up with us 


The fourth value is a corollary of the 
one just mentioned. Budgeting provides a 
strong approach to controlling and in- 
creasing income. Proper sales volume plan- 
ning calls for a well-designed campaign in 
each of the company’s product lines and 
markets. Efficacious control would demand 
explanation and remedy for each devia- 
tion from planned volume as it developed. 
On signal, it would direct needed power 
to the vital income-producing phases of 
the business. At the gross margin level the 
budget program should point toward em- 
phasis on relatively profitable items, sim- 
plification of product lines and design im- 
provement to effect cost reductions. 


THE DANGERS OF BUDGETING 

Along with these values go some subtle 
dangers which deserve mention in order 
that we may be on guard against them. 
One of the most common of these is the 
failure to accept genuine opportunities be- 
cause the costs which they entail are not 
provided for in the budget. 

It is a reasonable guess that some com- 
panies will defer too long the installation 
of electronic data processing simply be- 
cause its costs are not included in budgets. 
Product research is full of such pitfalls. 
The remedy is in a flexible attitude toward 
budgeting on the part of top management. 
A too rigid adherence to the budget may 
be shortsighted, when, with approval, it 
may profitably be exceeded or revised. 

A corollary danger is the failure to re- 
duce costs because expenditures are run- 
ning within budget limits. It is very easy, 
for example, to fall into this trap: A 
budget of expense for the promotion of a 
given line of products is presented and its 
approval gained based on a well-argued 
case. Subsequent developments (such as 


/ 
. * e + ° > 2 e * 7 


delay of new product introduction) cause 
deferment of certain advertising expendi- 
tures. As a result, actual expenses for the 
department are below budget in total, and 
no effort is made to control or reduce the 
costs of the other items. The remedy for 
this and dozens of comparable situations 
is found in a management-promoted cost 
consciousness, applied unremittingly 
throughout the organization. 

Perhaps even more costly than either of 
the errors just described is the possible 
damage to morale if budget administration 
is mishandled. When any manager fails to 
keep faith with a subordinate he is guilty 
of jeopardizing morale. An example of 
this is the tendency to ask for an all-out 
expense-reduction effort, to agree to the 
reduced budget so achieved, and then to 
insist forthwith on further reductions. An- 
other sure way of creating trouble is to re- 
fuse an earned salary increase on the 
ground that it is not provided in the 
budget. 

Only slightly less destructive is the 
across-the-board budget cut. When man- 
agement decrees a reduction of, say, 10% 
in all budgets it confesses its inability to 
attack costs intelligently and to merit the 
cooperation of all department managers. 
The injustice and havoc brought about by 
the uniform-percentage cut is evident 
when we consider the differing charac- 
teristics of a company’s departments. It 
may be feasible to reduce some by 15% 
and shortsighted to trim others by even 
5%. 

Another serious danger in budget ac- 
tivity is the introduction of wrong incen- 
tive. All budgetary control, measurement 
and standard-setting creates an incentive 
of some kind and the emphasis of that in- 
centive must be studied with particular 
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care. If a budget system reduces costs but 
fails to improve profit, we may have an 
example of improper incentive. A sales 
department devoted to low-cost selling 
but ignoring the potential volume in the 
quantity-buyer market which requires 
higher caliber salesmen is misplacing its 
emphasis. A management dominated by 
the index of return on investment may be 
blinded to opportunities offering only 
moderate profits but with important fu- 
ture possibilities. 

Examples could be multiplied, but these 
mistakes will suffice to point out the ele- 
ment of danger in the budgeting process. 
This is a powerful tool and it must not be 
misused. 


WHO MAKES THE BUDGET? 

The starting point for sound budget 
practice is the placing of responsibility for 
making the budget. We have long since 
discarded the crude beginnings of budget- 
ing in which a foreman was handed a 
complete budget to govern his operation, 
put together by a staff department or by 
his boss, without his participation. We 
have, in fact, almost accepted the broad 
principle that he ought to prepare his own 
budget. This advanced stage of delegation, 
however, can only be reached when he has 
a thorough knowledge of the job to be 
done, some expert guidance from his su- 
perior in the performance standards he 
should be expected to achieve, and help 
from a skilled budget staff. 

Given these conditions, the foreman 
should be in a position to do his own plan- 
ning, and hence to prepare his own 
budget. Collaborating with the factory su- 
perintendent, he produces a budget satis- 
factory to both. From this point, com- 
bined with the approved plans of other 
foremen, it enters into the total budget for 
the manufacturing operation. 

Assuming approval at the level of man- 
agement responsible for profits, the budget 
then becomes in effect an authorization to 
proceed in accordance with the plan. The 
budget is in fact nothing more than the 
orderly statement of the plan—in dollars, 
machine-hours, units of production, man- 
power and so on—arranged in such a man- 
ner that it may be compared with actual 
results in convenient time spans. 

Although this planning initiates with 


the foreman or department manager, it 
should be emphasized that the budget 
cannot be prepared successfully without 
strong initial leadership from management 
in setting operating objectives. This factor 
should be introduced at an early stage in 
the process of budget making. It also de- 
mands a background of education in com- 
pany policies under a continuing program. 
The exercise of management guidance is 
not inconsistent with the principle of re- 
quiring a foreman to make his own 
budget, but rather should insure a result 
more in harmony with the profit objectives 
of the company. 

In making effective the principles we 
have been discussing, a few simple rules 
of procedure must be observed. The first 
of these is: Only charge to a man’s budget 
that which he can control. There are of 
course varying degrees of control, and a 
charge for floor space, for example, is a 
legitimate cost of the operation of a de- 
partment manager, even though he may 
not be in a position to control the ele- 
ments which comprise it. But meaningless 
lumps of uncontrollable apportioned over- 
head serve no good purpose and tend to 
mystify and discourage the manager. 

Particular care must be used in charging 
for services performed by other depart- 
ments. There must be available to the 
manager so charged an explanation of the 
services he receives in sufficient detail that 
he can exert his effort to keep them at a 
minimum. 

Finally the accounting used for budget 
purposes must be clear. The accounts must 
be well defined as to content, and adequate 
explanations of amounts over or under 
budget must be supplied promptly. These 
are self-evident rules, but they are too 
often disregarded. The resulting confu- 
sion will nullify the value of the budget 
system. 


BUDGET CONTROL POINTS 

In the timing of budget administration 
there occur a number of specific points of 
contact and decision involving a manager 
of a budgeted unit and the man to whom 
he is responsible. It is extremely useful to 
identify these key occurrences, which may 
well be referred to as “control points.” 
They are the specific times when, under 


THE RESEARCH BUDGET 

The “‘practical’’ minimum research budget for a small 
business is $120,000 a year, according to the American In- 
stitute of Management. This research budget includes a 
team of perhaps five scientists and five other personnel plus 
an initial $50,000 for capital outlay. Some 10% of the small 
companies (earnings under $100,000 per year and net 
worth under $1 million) have their own research facilities. 
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the design of the plan, management effort 
is exerted in the planning and contro] 
process. 

We have already discussed the first con. 
trol point—the original construction, te. 
view and approval of the budget. The 
second is deviation from the budget, a con. 
trol point which comes into focus in one 
of two ways. The preferable way js 
through seeking approval in advance for 
the deviation. The other is through the 
post-period comparison of actual results 
with budget. 

The challenge to strong budget man- 
agement is to equip the manager with 
sharp enough tools and to train him suff- 
ciently in their use, so that he can recog. 
nize imminent changes in cost levels in 
time to report them in advance of their oc- 
currence. If, for example, an increase in 
production load will obviously cause the 
department to incur some overtime pre- 
mium cost, it should be possible to recog. 
nize this in advance. Coming changes in 
personnel, in products or in machines used 
are frequently known. Weekly production 
and efficiency reports provide knowledge 
of deviations from budgeted levels with- 
out awaiting the monthly budget compazi- 
son. A manager attuned closely to his op- 
eration and familiar with the make-up of 
his budget is currently aware of his budget 
status. 

The significance of this technique as a 
budget control point lies in the use to 
which it is put. It is here that control is 
exercised. Budget is not exceeded except 
by approval, even if the excess cost is un- 
avoidable. By organization steps the devia- 


tion travels up the line until it reaches the | 


lowest level at which the decision can 
properly be made. In cases of substantial 
variations or sizeable accumulations of 
small variations, this point may be the 
president’s office. The magnitude of the 
effect on profits is the determinant. 

The understanding governing the com- 
pany’s budget program should provide for 
full discussion of instances where exceed- 
ing expense budgets would seem to be to 
the benefit of the company. Permission to 
do so should be forthcoming if it can be 
demonstrated that such action will be 
profitable. 

The third control point is revision of 
the budget. This is a topic in itself. Be- 
fore considering it, we might well ex- 
amine the timing of budget operation, 
since the cycle adopted materially affects 
the revision control point. 


Allowing for differences in various | 


types of business, it is probably reasonable 
to apply the term “budget” to a plan 
which extends for a period of no longer 
than one year. For such a period the 
budget may normally be prepared in as 
much detail as required for control pur- 
poses, although the latter portions of the 
year need not be supported immediately 
with complete detail. 
(Continued on page 352) 











effort 
ntrol F 


C cOn- 














omputer.. “No Other Inventory Records Needed!” 


The Univac File-Computer 

brings to management a totally 

new concept of electronic fact- 

power—random access to large 

=< volumes of data, with on-line 

input and output... faster than any comparable sys- 
tem! Up-dates your business records automatically. 

Result: With inventory records, for example, part 

number, pieces on hand, pieces on order, and a model 

usage code can all be stored in the large-capacity 

drums of the File-Computer. Additions, deletions, and 

status reports for any item can then be typed into or 


out of the computer. With only three or four typists 
answering inquiries, about 1,000 telephone calls could 
be processed in a single day. Thus, up-to-the-minute, 
accurate inventory information is available to all 
callers at all times. No other records are needed! 
This inventory system is just one of the many appli- 
cations now possible with the UNivac File-Computer. 
Learn how the Univac File-Computer can up-date 
your business recordkeeping to bring greater speed 
and efficiency to every phase of your operations. Call 
your local Remington Rand office or write for 
TM1090: Room 1720, 315 Fourth Ave., New York 10. 
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Economics of Equipment Leasing 


Charles M. White, Jr. 


EASING as a type of financing has ap- 
[ peared as an important factor on the 
economic scene of our country since about 
1946, although the concept of leasing has 
been applied for centuries in rental of real 
property and for several decades in con- 
nection with personal property. The year 
1946 found (1) business demanding capi- 
tal to finance postwar expansion programs 
and (2) investors looking for opportuni- 
ties to invest large amounts of capital that 
had accumulated during the war years. 
Technological development and the dis- 
covery of new products, both of which 
always result from the concentrated efforts 
put forth in a major war, had been de- 
layed and it became obvious that a tre- 
lnendous amount of capital would be re- 


ee for the production of these new 
*products as well as for expansion of ex- 


isting lines. 

The primary method for obtaining this 
additional capital was through the sale of 
new corporate securities and through 
funded debt in the form of debentures or 
long-term notes; however, in the early 
years of this postwar period, many of the 
states passed laws permitting insurance 
companies and philanthropic trusts to in- 
vest their funds in real estate for the first 
time. The lease thus became a major 
method used in making lease funds avail- 
able to the industrialist. 

Concurrently with the rapid rise of the 








lease as a tool for financing real property, 
its popularity was growing in the area of 
financing of office equipment, automotive 
equipment, materials handling equipment, 
machinery and many other types of per- 
sonal property. The following comments 
will pertain only to the leasing of per- 
sonal property, with possible occasional 
comments on the real estate building lease 
where comparison might be significantly 
helpful. For ease of presentation, the 
term “equipment” will mean any or all of 
such items of personal sated unless 
otherwise specifically indicated. 


TYPES OF LEASING ARRANGEMENTS 

Among the various types of equipment- 
leasing arrangements are: 

1. Leasing of specialized equipment by 
manufacturers for the purpose of promot- 
ing sales. For example, there are many 
office equipment lease arrangements where, 
in some manner or other, the rental pay- 
ments can apply against the purchase price 
of the equipment. 

2. Leasing of specialized equipment by 
leasing companies. Automobiles are prob- 
ably the best-known type of equipment 
financed under this type of lease plan. 
These leases usually provide for service, 
such as maintenance, in addition to the 
financing service. And many times, de- 
pending upon the type of rental payment, 
the lessor will even pay for the expenses 
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dustries, Incorporated, also of Houston. He is a member of 
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Trade Committee of the Houston Chamber of Commerce. 
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Types of leasing arrangements 


and pros and cons 


in connection with the operation of the 
equipment. 

3. Leasing of equipment by companies 
which lease all types of equipment, includ- 
ing specialized equipment. 

Obviously, total outlay in a lease ar- 
rangement covering a particular piece of 
equipment will exceed the original pur- 
chase price of that equipment. However, all 
the advantages and disadvantages of leas- 
ing as opposed to buying (either outright 
or through some financing arrangement) 
should be considered by a company’s fi- 
nancial man in light of the financial con- 
ditions prevailing in that company at that 
particular time. In an identical lease the 
net plus or minus will not be the same for 


any two companies, and the net plus or | 


minus will not necessarily be the same at 
a different date for the same company. 


ADVANTAGES OF LEASING 


Six factors favor leasing as opposed to | 


buying: 

1. The capital freed by such a lease 
arrangement can be used for profitable in- 
vestment. This freeing of working capital 
is the primary advantage of the lease. But 
this capital must be used and should be 
kept working. If the company permits its 
surplus funds to remain in bank deposits, 
the lease or any other financing method 
will prove expensive. Many companies 
can most advantageously use this addi- 
tional working capital to handle their re- 
ceivables and inventory. Most financial 
men and students of marketing realize the 
wisdom of rapid inventory turnovers, such 
turnovers being generated through 1n- 
creased production and/or more intensive 
advertising and sales efforts. Furthermore, 
an enterprise may increase sales through 
development of new products by way of 
research or by strengthening the company 
through merger or integration. There 1s 
one thing that is certain—working capital 
provides no earning power if it is not 
working. 

In determining the desirability of an 
alternative investment a businessman will 
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want to consider the expected earnings 
rate and amount of risk involved and then 
compare the results with other investment 

ssibilities. Calculations of total cost 
should be made considering the various 
types of financing with respect to tax treat- 
ment of rental payments as opposed to 
depreciation, present value of future rental 
payments compared to purchasing, and all 
other relative factors. 

2. Leasing makes available modern 
equipment that it might not be feasible to 
obtain otherwise. Under leasing, the dan- 
ger of being caught with a relatively heavy 
investment in equipment when more effi- 
cient and modern equipment becomes 
available is removed, because the user can 
divest himself of this obsolete equipment 
and obtain the new. This is especially im- 
portant if the user is in a highly com- 
petitive market. 

Where doubt as to the economic ad- 
vantage otherwise postpones or prevents 
purchase of certain equipment, a short- 
term lease might be considered. Such leas- 
ing might be practicable even at higher 
cost for these short periods where there is 
uncertainty as to the possible realization 
of the remaining value of an investment 
at the end of its then-estimated useful life, 
in which case the purchase of that equip- 
ment would be prohibitive. 

Departments and even entire divisions 
operating under a tight capital budget 
which is too low to permit purchase of 
needed equipment can still obtain the 
wanted equipment under a lease arrange- 
ment. It might be interesting at this point 
to compare two very well-known and 
commonly used pieces of office equipment 
—the telephone and the desk. The con- 
ventional way of paying for the use of a 
telephone is through a monthly rental 
charge whereas we rarely ever consider 
the possibility of paying for the use of a 
desk on a monthly basis. Of course, under 
normal conditions the use of a telephone 
is only made available under the monthly 
payment arrangement. It is just the idea 
that whenever a desk is needed and the 
budget is exhausted a person does not 
readily think of the possibility of obtain- 
ing the use of a desk through a monthly 
payment plan, although such an arrange- 
ment is available for the use of most office 
equipment—including a desk. The aver- 
age businessman is just in the habit of 
buying his office furniture. In reality, the 
outlay of cash, either on a monthly rental 
basis or by purchase, ‘is for the wse of the 
item being acquired, 

3. Leasing permits the use of equip- 
ment of limited usefulness when needed 
for a specific purpose for a known period 
of time. Equipment for a one-time job or 
contract, or even for a venture containing 
an obvious element of “gambling,” can 
be made available under a lease plan that 
would enable the user to avoid the risk of 
not being able to adapt the equipment to 
another operation or to a changed situa- 
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“Miss Joyce, here, just came up with a great idea 
to increase office efficiency—she’s leaving to get married!” 


tion at a later date. The cost of its use can 
be applied over the known period without 
the complications created by capitalization 
of an owned asset and its depreciation at 
unrealistic rates (such as the U. S. Treas- 
ury Department's Bulletin ‘‘F” rates are 
found to be in many cases). And, too, the 
accounting for specific applicable costs 
under certain contracts—particularly gov- 
ernment contracts—is sometimes facili- 
tated because of the finality of charges ap- 
plied under a lease. 

4. Leasing encourages the use of new 
and up-to-date equipment, whereas owner- 
ship oftentimes tends to cause a piece of 
equipment to be used as long as possible 
to avoid capital expenditures. To users of 
equipment under severe conditions such as 
are found in a dusty atmosphere, multiple 
shifts, or certain outdoor operations, leas- 
ing may be attractive because worn equip- 
ment can be replaced with new models at 
the end of a tailor-made lease. 

5. Leasing is highly advantageous where 
expert servicing is required. An excellent 
and well-known example of this type of 
lease would be one covering the use and 
servicing of tabulating equipment. The 
complexity of the equipment and the com- 
plete reliance of the user on the manu- 
facturer’s representative to keep it operat- 
ing makes the lease arrangement peculiarly 
adaptable to financing the needs of the 
user. 

6. A lease plan may be desirable: 

a. Where the company does not want 
to reflect additional investment on 
its balance sheet. (However, Bulle- 
tin No. 38 issued by the American 
Institute of Accountants in October 
1949, stated: ‘Where rentals or 
other obligations under long-term 
leases are material, disclosures should 
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be made in financial statements or in 
notes thereto of: 
1. The amount of annual rentals 
to be paid with some indication of 
the periods for which they are 
payable; and 
2. Any other important obliga- 
tions assumed or guarantee made 
in connection therewith.”’) 


b. Where there is an opportunity to 
pay for the equipment on a pay-as- 
you-go basis—that is, where earn- 
ings match or exceed the rental pay- 
ments. Of course, a conditional sales 
contract can accomplish the same 
objective. The type of financing de- 
sired could best be decided only after 
consideration of all pertinent factors. 
c. Where it is advantageous to match 
the cost expenditures with the al- 
lowable income tax deduction. 

d. Where the expenditure of cash 
might adversely, affect the current 
balance sheet ratio. 

e. Where the cash outlay is delayed 
through the postponement of taxes, 
thereby making such cash available 
for needed working capital. 

f. Where it is found that the lease 
is simpler to arrange and/or less re- 
strictive than other methods of fi- 
nancing. 


DISADVANTAGES OF LEASING 

Some disadvantages to leasing are: 

1. Leasing frequently exposes the les- 
see's Operations to some supervision by the 
les Sor. 

It is obvious that the supervision of the 
use of certain types of equipment would 
be justified for the protection of the lessor 
as well as for the assurance of continued 
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satisfactory performance of the equip- 
ment; however, there have been some in- 
stances where the lessee’s freedom has 
been restricted to the extent that the use- 
fulness of the equipment has been mini- 
mized. 


2. The possibility of being dispossessed. 
The danger of having a piece of equip- 
ment removed at the end of a lease with- 
out the user’s being able to obtain replace- 
ment on a rental basis might appear so 
significant as to cause one to select another 
financing method, although this problem 
could be overcome through the inclusion 
of a purchase option or a right of renewal 
in the lease contract. 


3. Absence of the prestige inherent in 
“ownership.” Undoubtedly, ownership is 
sometimes considered a mark of prestige; 
therefore, some people feel that owner- 
ship, of itself, is desirable—that the capi- 
tal assets of the company represent a cer- 
tain strength or ‘‘stableness” to whatever 
extent they are relative. However, the 
growth of equipment leasing (as well as 
the leasing of real property) as a financ- 
ing medium, appears to indicate a trend 
that would suggest the declining ‘merit’ 
of ownership for prestige purposes alone. 


THE LESSOR’S 
ADVANTAGES OF LEASING 

1. A leasing program may broaden the 
potential market for the lessor’s product. 
As suggested previously, it makes the 
equipment available to a group of prospec- 
tive users who might not be able to obtain 
it otherwise. Also, once a new piece of 
equipment is put into use in a customer’s 
plant, it frequently opens the door, so to 
speak, for the introduction of other items 
—supplies and accessory equipment— 
thereby resulting in multiple sales. 


2. The providing of services and re- 
pairs on his equipment may be essential. 
The satisfactory performance of the equip- 
ment is of primary importance to the les- 
sor because of its effect on future business 
and goodwill (the best salesman is a satis- 
fied customer) plus the added incentive of 
additional profits from the service con- 
tracts when such servicing is not covered 
by the basic contract. 


3. Leasing spreads out the income and 
taxes. Under the present high tax rates, 


there is an advantage in leveling out the 
income and taxes over the years. Also, in 
some instances, leasing can serve as a 
hedge against recession, because in a pe- 
riod of recession the demand for capital 
goods will thereby be strengthened, re- 
sulting in stability of the company’s rev- 
enues and employment. 


DISADVANTAGES TO THE LESSOR 

1. The capital requirements are higher 
if the pie is engaged in leasing. 
Other similar manufacturers selling di- 
rect or on relatively short terms turn their 
cash faster and do not require as much 
capital. To engage in leasing, therefore, 
funds must be available through combina- 
tion sale-lease agreements involving third 
parties (usually finance institutions), bor- 
rowing, or sale of securities. 


2. The lessor runs the risk of obsoles- 
cence. Technological improvements may 
render the use of the equipment uneco- 
nomical. To be sure, this risk is calculated 
in determining the cost of the lease and is 
spread out among the various lessees of 
the equipment. Another factor which 
tends to reduce the manufacturer’s loss in 
case of obsolescence through technological 
improvements is that he usually is pre- 
pared to rebuild and resell the equipment 
whereas the user neither has the outlets to 
market it nor is he set up to modernize it. 


ASPECTS OF LEASING TAXWISE 

Current rules pertaining to the deduct- 
ibility of rental payments for income tax 
purposes. A number of persons have been 
quite outspoken concerning the effect of 
the 1954 tax law on leasing in general— 
some saying that leasing has been dealt a 
death blow. Without a doubt, many lease 
arrangements were rendered unattractive 
to certain groups of prospects because of 
the liberalized depreciation rules; but, as 
has been indicated previously herein, there 
were other important factors justifying the 
existence and use of the lease as a financ- 
ing medium and these were not negated 
by the new tax law provisions. 

Without delving too deeply into the tax 
aspects of leasing, it might be helpful to 
review some of the pertinent rules con- 
cerning the accounting for rental pay- 
ments for income tax purposes. According 
to the interpretation of the 1954 Internal 


HORSE-POWER SENSE 
It costs the equivalent of $10.00 per horse-power hour 
for manual lifting and carrying, while electrically operated 
conveyors do the same work for less than three cents per 
horse-power hour, according to the Council for Technologi- 


cal Advancement. 
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Revenue Code by the Research Institute of 
America’s Federal Income Tax Service: 4 
tax “deduction for rent is not permitted 
for payments made for the use of property 
in which the taxpayer has equitable inter. 
est or to which he has taken, or is taking, 
title.” If the arrangement provides that 
payments may be applied against the pur. 
chase price of the property, payments wil] 
not be allowed as rent for tax purposes, 
“Where it appears in the terms of an in. 
strument purporting to be a lease, or from 
other evidence, that the intention of the 
parties was to make a sale of the property, 
the instrument will be so construed” for 
tax purposes, “irrespective of the name by 
which the parties have designated it, 
Where title of the property is to pass to 
lessee upon the payment of a specified 
number of rental payments the transaction 
is viewed for tax purposes as a sale rather 
than a lease. . . .” 

In one tax case, “the total amount to be 
paid under a lease agreement for machin- 
ery before the title to the property passed 
to the taxpayer-lessee only slightly ex. 
ceeded the stated value of the property. It 
was considered that the taxpayer was 
acquiring something of value, that is, a 
certain equity in the machinery. There- 
fore, the payments were not treated as 
rent.” Of course, in this example we see 
where a so-called lease arrangement was 
designed to enable the lessee to pay what 
could be considered as the equivalent 
amount of the original cost of the property 
plus an amount calculated to be pi: the 
same as cafrying charges or interest. 

In another case, a taxpayer ‘‘did receive 
informal Treasury approval of a rental de- 
duction under the following facts: He 
rented a machine, paying 1/36 of the pur- 
chase price monthly with an option to buy 
at any time and apply 75% of the rental 
payments against the purchase price; how- 
ever, the Treasury has long believed that 
this ruling has been too broadly inter- 
preted. It clearly will not approve a rental 
deduction under a rental agreement essen- 
tially equivalent to a sale.” 

In light of the above-mentioned com- 
ments and cases, a fairly reasonable deduc- 
tion or stand for one to take is that “‘in the 
absence of a favorable ruling, it may be 
advisable to avoid leases which might be 
construed to be sales. . . . They almost 
never succeed in giving the lessee a rent 
deduction and may be treated as fully tax- 
able to the lessor.” 

“Each lease must be considered on its 
particular facts. However, in the absence 
of ‘compelling persuasive factors’ to the 
contrary, the Treasury will consider that 
the parties generally intended a purchase 
and sale rather than a lease if one or more 
of the following conditions exist: 


a. Portions of the periodic payment are | 

made specifically applicable to an equity 

to be acquired by the lessee. 
(Continued on page 362) 
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Purchasing for Profit 


Herbert J. Richmond 


Is your company fully realizing the 
profit, potentials inherent in aggressive, 
streamlined purchasing and good coordi- 
nation with related departments ? 


ONSIDERABLE EVIDENCE exists that 
C many companies can substantially im- 
prove their profits through emphasizing 
the real contributions that purchasing can 


make to corporate profits. Under present 


conditions, where so many industries and 
companies are faced with the perplexing 
problem of declining profits in the face of 
expanding volume, it is essential that the 
controller point out to management all 
areas in which better coordination and 
planning will reverse the trend and re- 
store profit margins. 

A carefully planned cost-reduction pro- 
gram in the procurement of material and 
supplies is rewarding because in most in- 
dustries the costs of these two items repre- 
sent the major cost of the product. The 
time spent in planning and organizing the 
over-all approach is rewarding but it re- 
quires the active desire and participation 
of top management to accomplish it. Each 
line executive should be assigned definite 
responsibility for his organization and be 
sure that his personnel understand the ob- 
jectives of the over-all strategy. The con- 
troller should be the coordinator and 
spark plug for keeping the various phases 
of the program moving and keeping the 
interest of the participants by showing the 
results in terms of actual dollar savings. 

The major points of strategy for a 
sound tactical approach to purchasing 
costs are presented below and are ex- 
plained in detail under these respective 
headings: 


1. Control of Order Quantities and De- 
liveries 

. Control of Storage 

. Vendor Relations 

. Control of Local Purchases 

. Control of Quotations and Their 
Follow-Up 

6. Standard Costs for Purchased Items 

7. Control of Standardization 

8. Control of Changes to Parts and Ma- 

terials 

9. Control of Paper Work and Mate- 

rials Handling 


WM BW bdo 


1. CONTROL OF ORDER QUANTITIES 

AND DELIVERIES 

The frequency of ordering and receiv- 
ing has a decided effect on costs and in- 
ventory investment. Accordingly, it be- 
comes important to analyze the usage and 
value of each purchased item and to estab- 
lish company policies regarding the fre- 
quency of ordering and receiving. Such 
policies would recognize the difference be- 
tween the valuable items and the nuisance 
items and provide for frequent receivings 
of the valuable items and infrequent or- 
dering and receiving of the nuisance items. 
This classification of parts, which is 
known as the ‘“A-B-C’’ method*, is so im- 
portant that it is mentioned as the number 
one step to be taken in purchasing control. 
It is surprising to find the number of com- 
panies who have not recognized this situ- 
ation and who feel that it requires too 
much effort and time. 

Those companies which have under- 
taken such a program are surprised to find 
that the activity and efforts of their organ- 
ization have been devoted to handling the 
volume of transactions and not according 
to the value of the transactions. In reality, 
the cost reductions are realized by concen- 
trating attention on the items where money 
is spent and by eliminating the attention 
paid and the paper work generated by the 





* Further information on the A-B-C classifi- 
cation was contained in Mr. Richmond's ar- 


ticle ‘Streamlined Inventory Control and Sta- 
bilized Production Planning” in the April 1956 
issue of THE CONTROLLER. 


Concentrate on the valuable items 


for the greatest cost savings 


low-value, nuisance item. A careful analy- 
sis, based on the value and volume of each 
item may reveal that the purchased items 
show the following startling picture: 





Number Dollar Value 

of Items of Purchases 
10% 75% 
15% 20% 
75% 5% 
100% 100% 


A little reflection on these figures will 
show that the paper work and expediting 
of the low-value items is all out of propor- 
tion to their value. Any person who has 
been closely connected with purchasing 
will agree that his company does not run 
out of the high-value items but is always 
in trouble on the low-value, infrequently 
used items. A close examination of the so- 
called “hot list” of shortage parts will 
confirm this statement. 

The interesting thing is that commodity 
classification is not the significant factor 
but rather the annual usage times the value 
of the item. The policies which are used 
for the classification of these parts must be 
carefully developed by the company since 
they have such a vital effect upon the com- 
pany operations and the financial policies 
of the corporation. Different objectives 
would be expressed for the control of the 
“A” (high annual value items) and for 
the ‘‘C’’ (low annual value items). 

Having adopted the principles of A-B-C 
classification, it then becomes important 
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to consider the organization of the pur- 
chasing function. Generally speaking, it 
seems reasonable to assign the best per- 
sonnel to the valuable items and train 
them in the techniques required to control 
such items. It should be pointed out to 
them that they must differentiate between 
A items which are valuable because of 
high unit price and those which are valu- 
able because of high dollar value of usage. 
Emphasis should be placed on obtaining 
reliable sources who will ship merchandise 
on a steady schedule and in many cases 
will act as the back-up stock for the com- 
pany. An example of this type of treat- 
ment would be daily receiving of frames 
for an automobile assembly plant, while a 
washer for that same automobile might be 
ordered and received every month. The 
vendors should be furnished proposed 
building schedules in order that they may 
plan their production accordingly. Com- 
petitive bidding should be encouraged and 
checks should be made to see that the com- 
pany is receiving the most favorable treat- 
ment and prices. 

In the case of personnel assigned to the 
low-value, nuisance items, which comprise 
the great majority of the items purchased, 
their training should be concentrated 
along techniques designed to eliminate 
frequency of receipts with the attendant 
paper work and handling costs. Once this 
type of thinking is instilled in personnel 
assigned to this type of items, their minds 
see further possibilities of savings in this 
approach. One of the important by-prod- 
ucts of highlighting the great number of 
C items is to encourage a campaign for 
standardization and elimination to reduce 
the number of these items. This concen- 
tration permits better buying and _ less 
items to be handled. Using the same ex- 
ample of the automobile frame and the 
washer, but in this case taking slow-mov- 
ing items, the frame might be received 
every month and the washer be received 
every six months. Further study might in- 
dicate that the frame and the washer could 
be eliminated by a slight re-design and 
the usage concentrated in a high-volume 
frame or washer. 

In order to make the A-B-C principles 
work in purchasing it is necessary to study 





and treat each item individually, including 
determining the order quantity which 1s 
the best quantity to balance the paper and 
handling costs of the order against the 
cost of carrying the inventory ordered. 
This emphasis on the ordering quantity, 
which determines the frequency of order- 
ing, will also focus attention on price 
breaks which are known to the purchasing 
personnel but may not be known to the 
rest of the organization. It is recognized 
that considerable differences exist in 
prices, depending on the quantity ordered. 
In many cases this quantity differential al- 
most equals the additional inventory in- 
vestment required. This direct saving on 
price is in a to the indirect savings 
realized by cutting down the costs of pa- 
per work and handling, plus the addi-, 
tional protection afforded through having 
an increased supply of the small-value 
items on hand to take care of an unusual 
sale. 

The control of ordering quantities based 
on the A-B-C classification has been em- 
phasized in this section because without 
this labeling and classification the other 
points which follow will be sharply lim- 
ited in their effectiveness. 


2. CONTROL OF STORAGE 


Any successful purchasing program re- 
quires good storerooms or storage areas. 
These should be adequate, limited in ac- 
cess to storeroom personnel, and have 
good control of the issue and receipt of 
material or parts. Stock rotation should be 
practiced and safeguards be installed for 
prompt notification of out-of-stock condi- 
tions. All too frequently the storeroom 
areas are inadequate and the personnel is 
subject to turnover because of unattractive 
hourly rates and working conditions. Fa- 
miliarity with stock and its usage is a 
requisite to good storeroom operations. 

A system of internal check and audit 
should be established for verification of 
the physical quantities with the inventory 
records. The purchasing personnel is 
placed at an extreme disadvantage with 
their vendors when they are continually 
requesting special service from the ven- 
dors because errors have occurred and 
shortages exist in the inventory. It is diffi- 


INVESTOR PROFILE 


A person who invests in a closed-end investment company 
averages $12,200.00 income, has about $19,630.00 in life 
insurance in force, $7,030.00 in bank accounts or savings 
bonds and a corporate stock portfolio of $66,000.00. His 
closed-end company holdings are around $9,270.00. The 
National Association of Investment Companies, which has 
compiled a survey on the question, concludes that the av- 
erage investor is a “person of substantial means.’ 
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cult to negotiate favorable prices with a 
vendor who is constantly incurring added 
costs because of special requests from q 
customer. 

In the storeroom operations, policies 
are developed for the control of items ip 
the A-B-C classification to minimize the 
paper work and physical effort reqhired 
for the low-value items, while daily issues 
might have to be made for the valuable 
items. The storeroom operations are Vitally 
affected since they handle the physical side 
of stock control. To the extent that the 
vendor will carry the back-up stock for the 
valuable volume items, the requirement for 
storage space is reduced as well as the 
physical handling. In many cases, it is pos- 
sible to have the material moved from the 
receiving dock to the point of use without 
passing through the storerooms. 


3. VENDOR RELATIONS 

It has been said that a company is 
known by the vendors it keeps. The ex- 
perience of sound and enduring relation- 


‘ships with vendors will receive increased 


attention on the part of aggressive and 
fair-minded managements. Each vendor 
represents a field of specialty and possesses 
knowledge which can be invaluable to the 
customer. The attitudes of the vendor's 
employes will reflect their opinion of the 
fairness and reasonableness of the cus- 
tomer in his request for deliveries and for 
price information. These employes also 
represent ‘‘word of mouth”’ advertising as 
regards the customer and his industry. 

In order to fully utilize vendors, it is 
important that good records be maintained 
as to the volume of business done with the 
vendor, the quality of material furnished 
by him, the promptness and reliability of 
delivery promises, and the services avail- 
able from the vendor to promote his prod- 
uct in its application to the company’s re- 
quirements. This information should be 
summarized on a vendor information card. 
Favorable or unfavorable factors should be 
carefully discussed with the vendor as an 
aid to improved understanding. Such dis- 
cussions may also be revealing as to prob- 
lems within the customer’s organization 
which have a bearing on the performance 
of the vendor. The results of such inter- 
views should be retained and become a 
part of the vendor file for reference. 

The vendors should be classified under 
the A-B-C approach in order that the 
greatest time and effort be spent on those 
vendors who are the most important to the 
welfare of the company and whose pet- 
formance is most vital to company profits. 
The old adage that “money talks’’ applies 
to vendors who will be inclined to listen 
carefully to the requirements and plans of 
their key customers and to work with them 
on cost-reduction programs. Periodic 
planned visits to the key vendors’ plants 
can be productive in terms of cementing 
good Af a plus the advantage of being 
informed on current and proposed devel- 
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opments in the vendor’s line of activity 
which would have application to the com- 
pany’s products. During that same visit, 
discussions of plans for the company’s vol- 
ume and requirements can be covered as a 
means of helping the vendor plan his pro- 
duction requirements. 

Considerable savings can be realized 
through using the engineering and other 
services of the vendor in designing new or 
changed products and in the elimination 
of high cost materials in the company’s ex- 
isting products. The experience of the ven- 
dor permits him to make quick and intelli- 
gent analyses and suggestions to company 
representatives who are charged with 
profit improvements through cost reduc- 
tion. It is surprising to find the number of 
times high cost is incurred because special 
or nonstandard material has been pre- 
scribed by personnel in the company’s or- 
ganization. 

The matter of consistent and continuous 
communication with major vendors can 
produce surprising results in decreased in- 
ventory investment, space requirements 
and materials handling. Such an approach 
is not a one-way street but requires mutual 
cooperation and understanding. Under 
such a program the vendor is given infor- 
mation on the annual requirements for the 
items and firmed-up releases are made at 
periodic intervals. He, in turn, can make 
commitments with his suppliers for ma- 
terial, which helps his situation. He can 
plan his production to eliminate peaks and 
valleys with their attendant problems. In 
return for such favorable treatment, he is 
usually willing to carry the protective 
stocks of items in his plant and ship peri- 
odically upon release, depending on the 
item. Under such an arrangement the com- 
pany is able to operate with less storage 
space, less handling and re-handling in 
its plant, and still have the advantage of 
stock being available for unusual require- 
ments. The creation of a satisfactory 
back-up stock requires analysis and time, 
but is highly productive once it is estab- 
lished. 

As part of the interchange of informa- 
tion, the vendor can be acquainted with 
the A-B-C philosophy and operations. He 
will benefit by receiving less frequent or- 
ders for the low-value, nuisance items. 
These will have longer lead times than 
high-volume, high-value items, in order 
to bring the item up for review sooner and 
to allow the vendor to fit the item into his 
production schedule. He recognizes that 
this has a definite advantage to him in per- 
mitting economies of operation. At the 
same time, he sees that a logical approach 
is being made by the company in recogniz- 
ing the difference in control techniques for 
the A and the C items. He can readily ap- 
pteciate the advantages in lessened ex- 
pediting requests, as well as decreased pa- 
per work, set-ups and physical handling. 





CONTROLLERS INSTITUTE PLANS TO CHARTER ITS 51ST CONTROL 


Organization of a new Control of Con- 
trollers Institute of America, the 51st, 
was being discussed when the above group 
was photographed in mid-April in Miami, 
Fla., in the conference room of Maule 
Industries, Inc. A petition for a charter 
for the new group was subsequently unan- 
imously approved by the Institute's na- 
tional Board of Directors on May 16 and 
plans are now under way for a meeting in 
Miami on July 9 at which the Institute's 
national president, Dudley E. Browne, of 
Los Angeles, Calif., will present the char- 
ter to the Florida Control. 

The new Control—the Institute’s first 
in Florida—will be based in Miami but 
plans for meetings to be held in Jackson- 
ville and Tampa have already been pro- 
jected. 

E. K. Faulds of Ludman Corporation, 
North Miami (seated, foreground), is 
serving as chairman of the organization 
committee. Among those present at the 
preliminary organization meeting were 
two national directors of Controllers In- 
stitute: C. C. Lay, treasurer, the Wheland 
Company, Chattanooga, Tenn., and Nel- 





4. CONTROL OF LOCAL PURCHASES 
In certain cases, it may prove advan- 
tageous to develop a combined purchase 
order, receiving report and payment check 
to be used for purchasing items from local 
suppliers. Under this plan, a buyer is se- 
lected to handle local purchases of this 
type. He checks with the local supplier, 
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son T. Hampson, treasurer, Lowe Paper 
Company, Ridgefield, N. J. In addition, 
in the photograph (clockwise from Mr. 
Faulds) are: 

H. Y. Kinard, Maule Industries, Inc., 
Miami; J. Edward Greaves, City of Or- 
lando, Fla.; R. S. Sweeney, Vero Beach; 
Ivan R. Cunningham, International Pe- 
troleum Co., Ltd., Coral Gables; J. I. Lev- 
koff, Delamere Company, Miami; Louis 
A. Burn, Murphy & Jordan, Miami; Ray 
F. Basten, First National Bank of Miami; 
Newton V. Turney, Pratt & Whitney Air- 
craft, West Palm Beach; Mr. Hampson; 
and W. G. Holcombe (head of table), 
Miami Window Corporation, Miami. 

Also Eugene E. Cohen, .University of 
Miami, Coral Gables ; Edward W. Herbert, 
Fort Lauderdale; Jesse P. Levy, Royal 
Castle Systems Inc., Miami; C. J. Millar, 
International Petroleum Co. Ltd., Coral 
Gables; Victor G. Trivett, University of 
Miami, Coral Gables; Benjamin B. Brom- 
berg, S. B. Hubbard Co., Jacksonville; 
F. M. Shadley, Hollywood, Fla.; and Mr. 
Lay. 





determines the price and the availability 
of the material, makes out a purchase or- 
der with an attached check to cover the 
purchase. A pickup is made, the check 
left, and the items put through the Re- 
ceiving Department and reported on a re- 
ceiving copy of the purchase order. This 
(Contizued on page 362) 
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EXPANDING THE SUPPLY OF 


Machine Accountants 


Donald L. Gerighty 


NE OF THE QUESTIONS which no “‘gi- 
O ant brain” can answer is: Where will 
tomorrow's machine accountants come 
from? 

To state the problem, 10,000 machine 
accountants were on the job in 1947 and 
20,000 in 1952. The present total, accord- 
ing to the best estimates of the National 
Machine Accountants Association, approx- 
imates 35,000. Assuming no increase in 
the rate of expansion, this means that 
60,000 machine accountants will be 
needed by 1960. 

Projection beyond 1960 is anybody's 
guess. The field seems virtually unlimited. 
Every year, new and more efficient equip- 
ment is introduced and additional appli- 
cations are developed. Many areas now 
untouched, especially in the small business 
world, will be forced by competition to 
utilize machine accounting methods. More 
and larger electronic data-processing cen- 
ters will be established. Industrywide ap- 
proaches, like those being made today in 
banking and the shoe chain store field, are 
bound to multiply computer installations. 

An important factor in expanding the 
supply of machine accountants is the way 
in which users expand their reliance on 
computers as fast as techniques for added 
utilizations can be developed. From swift 
and economical handling of routine opera- 
tions, such as accounts receivable and pay- 








able, payrolls, inventories, etc., the well- 
managed machine accounting set-up soon 
moves on to reporting, interpretive, sta- 
tistical and engineering applications. This 
was pointed out recently by Glenn T. Bod- 
man, assistant controller, Continental Oil 
Company. Addressing the Fort Worth 
chapter of NMAA, this member of Con- 
trollers Institute said: 


“Mechanization makes possible furnish- 
ing, economically, detailed reports of an ex- 
ceptionally high quality where they are 
needed and used, including summarized re- 
ports for top-management control. 

“Frequently the results of accounting, 
either machine or manual, require analysis 
in order to be useful to management. If 
properly programmed, the need for analysis 
may be anticipated and readily furnished by 
the machine accountant. One example that 
did much to enhance mechanization in the 
mind of a particular manager was the abil- 
ity to furnish quickly an analysis of the 
costs of meeting price-war competition in 
certain areas. Another was rapid determina- 
tion of the description and value of. equip- 
ment exposed to a devastating fire. 

“Management looks to the machine ac- 
countant to supply promptly, accurately and 
in sufficient detail, analyses which will aid 
in its appraisal of performance, formula- 
tion of plans, and control of operations. It 
wants help in that all-important phase of 
good management, forecasting and budget- 
ing. This includes sales forecasts; produc- 


“4 


DONALD L. GERIGHTY, educated at Dartmouth College 
and the University of Michigan, served for four years dur- 
ing World War II in the United States Marine Corps. He has 
had ten years’ machine accounting experience and is now 
machine accounting manager of Aeroquip Corporation, 
Jackson, Michigan. His activities with the NMAA include 
participation in the organization of the group; first presi- 
dent, Central Michigan chapter; two terms, national vice 
president; one term, national executive vice president; 
and during 1956-57 he served as its national president. 
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Direct action by one organization 


to fill a critical gap 


tion planning and scheduling; cash fote- 
casts; budget preparation; bids on contracts 





and inventory records. 

“The machine accountant’s equipment | 
can be of inestimable value to the engineer. 
Where he or the accountant alone could not 
economically justify even an intermediate 
calculator, it is possible that by working to- 
gether they can show excellent returns. 

“Computers can answer the question, 
What would happen if... . ? They can 
analyze and report end results of projected 
operations set up by management accord- 
ing to various hypothetical operations. 

“Here is a good example of a nonac- 
counting service performed in the machine 
accounting department. In the preparation 
of some 120 complex actuarial tables, the 
computer used 1,442 man-hours in inci- 
dental and auxiliary operations, and 104 
hours of computer time. Manually, this 
would have required 28,000 man-hours. The 
latter would have cost $200,000, as com- 
pared with $15,000 electronically. Manage- 
ment expects the machine accounting de- 
partment to develop out-of-the-ordinary | 
services like these.” 


PEE ANE 





TRAINING SOURCES 
Against the continuing and growing de- 
mand for more machine accountants we 
can stack the present sources. Most of 
those on the job today are literally self- 
educated in the machine accounting pro- 
fession, having worked their way up | 
through the ranks to executive or super- 
visory status where they have charge of 
people and equipment in the machine ac- 
counting department. This condition will 
probably hold true for some time. 

Since the advent of the NMAA, with its 
active interest in the educational field, 
more and more of the entrants into the 
machine accounting profession have had 
prior academic training. There is still a 
long way to go before machine accounting 
and training for it will be a part of most 
university and college accounting courses. 

Naturally, college training and account- 
ing experience carry a lot of weight for 
the person entering the field today. A 
formal accounting education is highly de- 
sirable but is not considered absolutely 
essential, at least at the present time. Sta- 
tistical mathematics is an important ad- 
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junct to the education of a machine ac- 
countant. Other desirable qualifications 
are training and experience in industrial 
management engineering. 

When it comes to screening applicants 
for a career in machine accounting, inquis- 
itiveness and ability to visualize are two 
outstanding factors. A person needs them 
in order to stay and be happy in the field. 
An analytical mind and approach to prob- 
lems, coupled with some accounting edu- 
cation, make a promising combination. 

The NMAA, which has over 9,000 
members, is working hard to stimulate in- 
terest in the career potentials of machine 
accounting. Many of its 120 local chapters 
are engaged in some form of education or 
preparation for machine accounting. Here 
are some typical examples collected by its 
National Committee on Education. 


CHAPTER ACTIVITIES 

In association with the New York chap- 
ter, New York University maintains a Ma- 
chine Accounting and Electronic Data- 
Processing Program. A _ certificate is 
awarded to those who complete a mini- 
mum of three courses out of the nine pre- 
sented. The latter cover the application of 
machine accounting equipment and sys- 
tems; basic, intermediate and advanced 
plugboard wiring for punched card ma- 
chines; planning and managing punched 
card systems; office automation; program- 
ming and coding methodology for me- 
dium-size and large-scale computers in 
business, and logical design of computers. 

In Chicago, the local chapter has 
worked with the University College, Uni- 
versity of Chicago, in establishing an ex- 
tension certificate program. An important 
aspect of this course is the inclusion of 
office management, accounting, mathema- 
tics and statistics, and supervisory skills in 
the program covering Planning and Man- 
aging Punched Card Systems and Theory 
and Applications of Digital Computer 
Systems. 

The North Jersey and Garden State 
chapters both sponsor courses at Rutgers 
—the first on Punched Card Accounting 
and Application of Automation to Office 
Systems and Procedures, the second on 
Management of Punched Card Systems. 
The Rochester chapter has started a course 
in IBM Accounting Machine Methods and 
Management at Rochester Business Insti- 
tute. Both the Columbus and Greater Cin- 
cinnati chapters have a course on the 
“650” computer, as does the Kansas City 
chapter, which has also completed a course 
on Introduction to File Computers. 

At the University of Omaha, the Ak- 
Sar-Ben chapter has completed its third 
semester in sponsoring and teaching a 
course on Punched Card Methods. The 
Des Moines chapter, in cooperation with 
the local adult education program, has 
started a course on Basic Machine Wiring 
and Principles. 


COMPUTER OPERATORS NEEDED 
More than 170,000 jobs as electronic computer operators 
are unfilled, according to the June issue of Popular Elec- 
tronics. Many large manufacturers of computers have set 
up “computer schools” and they spot promising applicants 
by aptitude tests. Usually the applicants have some college 
background although a degree is not required. 


NMAA’s Northwest chapter is work- 
ing with three different types of schools. 
It has extension courses going at the Uni- 
versity of Minnesota on Data Processing 
by Electronics and on Elementary Wiring 
for Punched Card Equipment. At the St. 
Paul Vocational Evening School, this same 
chapter has a course in Key Punch Ma- 
chine Training; it also offers one at the 
Minnesota School of Business on Office 
Automation. 

A key punch training program started 
last year is being continued by the St. 
Louis chapter. That unit also has a success- 
ful course in Punched Card Methods at 
Washington University. 

The NMAA chapter in Los Angeles 
conducts night key punch classes in the 
public school system, as part of the adult 
education program. It also runs IBM wir- 
ing classes there and at East Los Angeles 
Junior College. Especially worthy of men- 
tion is the study which this chapter is con- 
ducting, jointly with the Veterans Admin- 
istration, into instruction on key punch for 
paraplegics. All NMAA divisions and 
chapters are watching this investigation. 

Another interesting activity of the Los 
Angeles chapter is its course on Data Proc- 
essing Management. It is designed to fill 
the need at management level; all the in- 
structors are NMAA members. 


INDUSTRY'S ASSISTANCE 

The experience of the San Diego chap- 
ter shows what can be done when local in- 
dustry gets behind an effort to spread ma- 
chine accounting know-how. Early in 
1955, the local chapter's Educational Com- 
mittee presented a business machines edu- 
cational plan to the dean of business edu- 
cation at San Diego Junior College and 
Vocational School. The response was im- 
mediate and favorable; an advisory com- 
mittee representing several San Diego 
firms and industries was appointed. A 
tentative course was set up and approved ; 
classrooms were arranged for, and a com- 
petent instructor chosen for the initial 
course. Training materials and advice were 
generously contributed by the San Diego 
office of IBM. 

The chapter then distributed a bulletin 
to local business firms. The response was 
overwhelming. The class was limited to 
40 students, but within a few days over 
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120 applications were received. The Ad- 
visory Committee, therefore voted to re- 
peat the course in two sections. There were 
enough original applicants to assure full 
attendance without further promotional 
activity. 

At the present time, under the same 
auspices, five key punch classes and six 
special wiring classes are being presented, 
as well as the basic course with which the 
curriculum began. 


SEMINARS AND CONFERENCES 
FOR NMAA MEMBERS 

Special conferences and seminars are 
also conducted by NMAA locals, as an ad- 
vanced training medium for members. 
These range in scope from the Westches- 
ter chapter’s seminar on Accounting Ter- 
minology as Applied to Machine Account- 
ing to the two-day Electronic Business 
Systems Conference sponsored by the 
Western Division, in San Francisco. The 
attendance was drawn from ten of the 11 
chapters making up the division. During 
the Conference, the Western Division 
presidents established a Western Division 
trusteeship, to provide scholarships and 
seminars and to stimulate educational proj- 
ects throughout the Western Division 
area. 

These teaching programs and seminars 
will increase in number and importance as 
the years go by. Many NMAA chapters 
which have not yet launched either type of 
undertaking have resolved to get busy ed- 
ucationally in the near future. 

Both business management and the pro- 
spective machine accountant stand to profit 
from these activities. A lack of trained 
personnel would defer installations and 
serve as a brake on progress. For the indi- 
vidual, machine accounting has much to 
promise, careerwise, because as machine 
accountants increase in value to manage- 
ment, they are bound to advance in re- 
muneration and status. 

Educationally speaking, the surface has 
only been scratched. The NMAA looks 
forward to wider and more intensive pro- 
grams, and to increased cooperation from 
other associations, employers and higher 
institutions of learning. It is open to sug- 
gestions from any source which would 
help to enlarge the supply of machine ac- 
countants for the future. 
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State and Local Expenditures 

Between 1902 and 1955 state and local expenditures for 
goods and services expanded 30 times while GNP total 
spending for all goods and services expanded only 20 
times. 


Employes’ Trusts 

An employes’ trust, otherwise qualified, will not be 
denied exemption from tax merely because a portion of the 
trusts assets are situated in a foreign country. 


Taxable Income 

The gain accruing to a parent corporation from cancella- 
tion of its indebtedness to its affiliated subsidiary is recog- 
nized in computing consolidated taxable income. 


Tax Carry-Back 

The Supreme Court has ruled that Koppers Company 
and Newmarket Manufacturing Company can carry back 
tax credit built up in prior years by “‘ancestor’’ companies. 


Investment Companies 

The FBC has proposed two rules revisions to tighten 
regulations over the use of statistical tables in sales liter- 
ature of investment companies. 


False Advertising Defined 

The difference between merely “puffing” a product and 
falsely advertising it was defined by an FTC hearing ex- 
aminer. Permissible puffing, he said, would be to exag- 
gerate the qualities a product has, while illegal advertising 
would be to claim for a product any qualities which it does 
not have. 


Citizens Committee Lists Saving 

Adoption of recommendations of the two Hoover Com- 
missions has saved the Government $2 billion, according 
to the Citizens Committee for the Hoover Report. Adop- 
tion of proposals of the first Hoover Commission of 1947- 
48 lead to savings of $2.3 billion in five federal depart- 
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ments. Savings traced to the recommendations of the 
second Hoover Commission have totaled $480 million. 


“Retirement Age” Defined 

For purposes of excluding an employe’s disability pen. 
sion from gross income, IRS defined ‘retirement age’’ as 
follows: 1) the lowest age specified in the pension plan, at 


which the employe would have the right to retire without | 


reduction of benefit payments; or 2) in the absence of a 
written retirement plan, the age at which it has been the 
practice of the employer to terminate employes because of 
age; or 3) age 65 if neither of the above situations is ap- 
plicable. 


The Velvet Glove 

Collection notices sent by the Treasury for alleged tax 
underpayments are being revised so that they will be 
worded more diplomatically. 


Employment Report 

Rising unemployment in a number of production centers, 
chiefly those connected with the auto, machinery, metal- 
working, and soft goods industries, is reported by the Labor 
Department. Job conditions in the other industrial major 
regions, however, are at or near record highs for the season. 
According to the Labor Department, employers in three- 
fourths of the areas anticipate ““modest’’ employment gains 
into midsummer. 


Empire Builders 

The Small Business Administration has asked Congress 
for permanent status and expanded authority to make loans. 
SBA now can have loans outstanding up to $230 million 
and wants the limit raised to $450 million. 


Supreme Court Decisions 

The power of state courts to interfere with so-called “hot 
cargo” clauses or picketing growing out of disputes over 
state right-to-work laws has been severely limited by a 
recent decision of the Supreme Court. 

The use of tax carry-forward by companies that merged 
between 1939 and 1954 has also been limited by the Court. 


SUB Ruling 

The Commissioner of IRS has just issued a private ruling 
letter to the effect that the Ford Company's SUB Trust 
Fund is tax exempt as a voluntary employes’ beneficiary 
association. 


Arbitration 

Federal courts can force companies or unions to live up 
to the arbitration clauses in their labor contracts, according 
to a Supreme Court decision. 


“Club Members Only” 

The number of individual tax returns with adjusted 
gross income of $1 million or more rose 39% from 145 
in 1953 to 201 in 1954, according to the IRS final tabula- 


tion of 1954 returns. —BEN JAMIN R. MAKELA 
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Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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NEVER QUESTIONS LONG-DISTANCE CHARGES 


Annandale, Minn. 

Customers of Lakedale Telephone Company can readily 
recall long-distance calls—even if ‘‘forever on the phone.” 

To refresh memories and answer questions in advance, the 
company microfilms the toll tickets, which operators time 
stamp and fill out for each call. These are then sent out with 
the bill. Customers are all for new system—can even check 
the ‘minutes spoken”’ on time-stamped tickets. 

The company, meanwhile, only has to show the total charge 
and tax on its bills—saves posting more than 115,000 toll 
tickets per year. Film costs run under $4 per month... and 
a low-cost Recordak Microfilmer takes the pictures. 

Small wonder that more than 300 telephone companies 
use this system, which cuts billing costs 50% or more. 





PICTURE TAKING SAVES OVER 100 OPERATIONS 


East Orange, N. J. 

Trained librarians are freed from tedious routines in the 
East Orange Library System by simply pressing a button on 
Recordak Junior Microfilmers. 

These units, installed in the Main Library and two 
branches, photograph the borrower’s card, book card, and a 
date-due card. This ends rubber-stamping, book “‘slipping,”’ 
card filing and counting—more than 100 operations all told. 
Same staff now handles twice the circulation . . . service to 
public is greatly improved. All over East Orange you'll hear 
about “‘our library’s progressiveness.”’ “‘Recordak”’ is a trademark 





=RECORDEK 


e 
e 
B 
e 
a 
e 
e 
* 
. 
. 
e. 
e 
e 
e 
e. 
e 
. 





ELIMINATES TISSUE COPIES IN SALES BOOKS 


Los Angeles, Calif. 

The May Co., one of the country’s leading stores, dis- 
covered that microfilm copies cost less than carbon copies and 
are far more practical. More than $10,000 per year is saved 
by using a 2-part sales check instead of one with 3 parts. And 
a like sum is saved on storage costs. 

Here’s how the new system works: Customers get dupli- 
cate tickets with purchases. The originals go to the Sales 
Audit Department, where they are photographed in a 
Recordak Bantam Microfilmer. Film record—instead of 
tissue copies— becomes Sales Audit’s permanent record. Sales 
checks are promptly routed to Accounts Receivable Depart- 
ment ...returned to charge customers with monthly bill. 
(A separate use of Recordak Microfilming cuts costs here.) 

The Recordak Bantam (illust.) is ideal for May Co.’s Sales 
Audit use—photographs and date-stamps up to 500 tickets 
per minute; has an electric counter that gives accurate check 
on sales activity. 

ee 8 

A valuable free booklet, 
“Short Cuts that Save 
Millions,” gives many 
tips for cutting costs in 
your business. Just 
mail coupon. 

Prices quoted subject to — 
change without notice. 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming— 
now in its 30th year 

















eeceeceeecececee MAIL COUPON TODAY ..& ° 
RECORDAK CORPORATION = 
415 Madison Avenue, New York 17, N. Y. V-6 
Please send free copy of ‘‘Short Cuts that Save Millions.” 
Name 
Title 
Company 
Street 
City. State 
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“The Finance People” 


A. A. Buzzi 


HERE ARE FEW ELEMENTS in the Amer- 
lien corporation which have changed 
more (and done so more unobtrusively) 
than the financial organization. There are 
men in business today who can remember 
back to the days when the treasurer and 
his people seemed to live inside a wall. 
They kept a steely-eyed watch on the cash 
box, minded their own business, and ex- 
pected other departments to mind theirs. 
But as companies grew and became more 
complex, the walls came down, not tum- 
bling and not swiftly, but still they came 
down. 

They had to. Financial organizations 
can no more exist in a vacuum than manu- 
facturing, transportation, or marketing 
can. Companies and their departments 
have benefited from today’s freer give- 
and-take across departmental lines. This 
better communciation has led to fuller un- 
derstanding, more efficient operations, and 
to more intelligent planning. The financial 
organization that does its job right knows 
this and makes sure its services are avail- 
able at all levels and in all the operations 
of the company. 

For people in financial management, 
perhaps the chief effects of corporate 
growth have been a broadening of view 
and an increase of responsibility. The ex- 
ecutive who once concerned himself pri- 
marily with accounting and banking, must 
now master corporate financing, tax prob- 
lems, and government regulations. He 
must be able to guide operating manage- 
ment on the current and long-term aspects 
of these matters and on a host of related 
subjects. 





A. A. BUZZI joined Shell Oil Company, New York, in 1923 
and became controller 31 years later. He is vice presi- 
dent for finance and accounting of the American Petroleum 
Institute; a member of Controllers Institute (in which he 
served as a past national vice president of the New York 
City Control and chairman of the national Admissions Com- 
mittee); a member of the Research Institute of America; 
and holds a life membership in the International Account- 
ants Society. This article is reprinted from the Spring 
1957 issue of the American Petroleum Institute Quarterly. 


THE CONTROLLER............ ate 


THE RESPONSIBILITIES OF FINANCE 

As the social, political and economic en- 
vironment becomes more complex, and 
management's job of holding the reins be- 
comes more difficult, the need for com- 
petent guidance becomes even greater. 
This essential goes to explain the current 
emphasis on the specialized and efficient 
financial organization. 

That organization has several jobs to 
do. It guides the use of available funds for 
the most profitable operating and capital 
projects. It safeguards funds and prop- 
erties, controls credit and receivables, pro- 
tects against fraud and waste, sees to the 
company’s compliance with tax and other 
governmental requirements, and, in gen- 
eral, administers financial affairs to insure 
that value is received, obligations are met, 
and the company’s assets are conserved. 

In addition, the finance people give 
management, directors, and stockholders 
accurate records and analyses of operating 
results, including financial conditions, 
costs, and earnings. 

They advise management and directors 
on financial affairs, including planning, 
budgeting, and matters affecting not only 
the financial soundness but also the efh- 
ciency and profits of the enterprise. 

All this is quite a job. In order to do it, 
the financial organization must set a num- 
ber of basic objectives. 

It must help maintain and enhance the 
company’s reputation for profits, a sound 
credit rating, and ability to secure outside 
capital on favorable terms. Since such a 
reputation stems from the performance of 
individuals, the organization must at all 
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What they do and 
how they do it 


times have well-qualified men available 
for key financial positions. It ought to 
have programs for the selection and train- 
ing of such personnel, programs which 
encourage initiative as well as develop and 
maintain enthusiasm. 

Similarly, the financial organization 
should constantly work for an ever more 
effective presentation of statistical data to 
management. Finance officers must recog- 
nize that figures are a means to an end, 
and never an end in themselves. They only 
become useful when they are construc- 
tively presented, correctly interpreted, and 
finally translated into action. 

Here the analytical talents and wide 
scope of interests on the part of the finan- 
cial people come into play. Serving man- 
agement at all levels of operations, the ef- 
fective financial man must develop a keen 
interest in the needs of the operating ex- 
ecutive and must be in a position to de- 
velop answers to many pertinent questions. 
He can do this, not by “being smarter than 
Operating people are,” but because he has 
the benefit of knowing what is on the 
company records and has been trained to 
interpret this information as a useful tool 
for operating management. 

Top management's planning demands a 
long, clear view ahead. Fnancial manage- 
ment can help provide this by projecting 
the effects of operations programs on the 
company’s financial position. Another job 
of financial people in oil companies and 
elsewhere is to evaluate the impact of 
specific projects on the company’s cash 
position and earnings, before commit- 
ments are made. Here it is important for 
them to work closely with all departments, 
so as to become familiar with their effect 
on financial affairs. 

All these responsibilities clearly indi- 
cate the need for the ultimate degree in 
teamwork and direct participation of the 
financial people as part of the manage- 
ment team. 


THE POLICIES OF FINANCE 

Underlying the responsibilities and ob- 
jectives of the financial organization are 
the organization's own policies. They 
must, of course, be sound; they must be 
comprehensive and clearly stated—and 
they must be available to everyone they 
affect. Good policies, in the hands of able 
men, can help all segments of manage- 
ment by offering a number of constructive 
guides to operation. 
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What are some policy pointers for fi- 
nancial organizations of oil companies? 


1. Working capital should be kept at a 
minimum consistent with immediate fore- 
seeable needs. At the same time, sound 
financial policies must provide funds for 
operation and expansion at the most eco- 
nomical cost. Funds come from cash gen- 
erated within the company itself and, when 
warranted, from outside financing. Natu- 
rally, cash generated internally is prefer- 
able. 

2. When a company needs outside fi- 
nancing, such financing should be timed 
to get capital most economically. When 
interest rates are good, bank loans permit 
the economical use of outside funds. 

3. As far as practicable, financial ac- 
tivities and authorities should be dele- 
gated to field offices. This gives local finan- 
cial staffs reasonable authority to handle 
transactions, and it gives local operating 
management the benefit of on-the-spot 
financial counsel. It also aids personnel 
development. 

4, Financial and operating reports 
should be issued promptly to all offices, so 
that the figures can become useful as a 
basis for decisions. 

5. Flexibility, to keep financial activ- 
ities geared to the changing needs of the 
company, is essential and can be ensured 
in three ways: 

a. By close contact with line manage- 
ment, so as to keep abreast of problems 
and provide the financial data needed 
for effective operations ; 
b. By contact, chiefly through profes- 
sional groups, with leading companies 
in one’s own industry and in other in- 
dustries, so as to compare their financial 
and accounting practices with one’s 
own; and 

c. By a constant review of procedures 

by head office financial people at all 

locations. 


THE STRUCTURE AND 
DUTIES OF FINANCE 

The structure of the financial organiza- 
tion is designed to provide good com- 
munication, internally and with other de- 
partments, as well as the best possible 
service. At the top sits the vice president 
in charge of finance, reporting directly to 
the company president. Controller and 
treasurer work with top management in 
all main operating departments, helping 
them with the financial aspects of their 
work. Accounting department managers 
have a responsibility to the respective de- 
partment vice presidents. Financial man- 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 








BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA WEW YORK, N. Y CHICAGO 
PITTSBURGH : ST. Louis 
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WHAT IS 
ENGINEERING TIME WORTH 
TO YOUR COMPANY ? 


This is a question only you can an- 
swer. But certainly engineering time 
is one of the most valuable ingredi- 
ents of our modern economy. To 
save engineering time means to save 
money directly and indirectly for 
your organization. 

The Filmsort system for engineer- 
ing drawing control is one of the most 
effective means available to you for 
conserving engineering time. Micro- 
filmed drawings filed in Filmsort 
cards provide space conservation and 
accessibility—the latter making it 
possible for your engineers to have 
at their fingertips the filmed drawing 
for reference purposes. With Film- 
sort there is no waiting for costly 
prints to be made—at a loss of valu- 
able time. The engineer need not wait 
for drawings to be brought from a 





storage site or laboriously located 
and handled in original form. 


In the larger organization, volume 
may demand mechanized sorting and 
reproduction. In the smaller com- 
pany, filmed drawings may be mount- 
ed in standard 3 x 5 file cards, in- 
dexed for manual filing. In either 
case, the Filmsorted drawing is quick- 
ly and easily accessible to the engi- 
neer for reference or enlargement 
copies . . . copies which can be made 
direct from the unitized filmed draw- 
ings using any one of several photo- 
copy or photographic methods. 


Let your local Filmsort Distributor 
help you to install the Filmsort sys- 
tem for engineering drawings best 
suited to your needs. Don’t waste 
more costly engineering time. 


FILMSORT DIVISION 
DEXTER FOLDER COMPANY 
A Division of Miehle-Goss-Dexter, Inc. 
Pearl River, New York 
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agers in the field have a dual responsibil- 
ity, directly to local management and 
functionally to the head office financial 
organization. This functional relationship 
includes the determination and carrying 
out of policies and procedures and the 
training and supply of qualified personnel. 

Up and down the line—and laterally as 
well—communication of information is 
vital. The financial man at every level 
must always inject himself into the boss’s 
shoes and ask himself, ‘““What informa- 
tion would I need to handle this situation 
correctly?” He owes this same respon- 
sibility to the operating level of manage- 
ment with which he deals. Communication 
of this calibre is bound to create the ulti- 





mate in good teamwork within the finan- 
cial organization itself and between the 
financial, operating, and other staff de- 
partments. 

Within this structure—and guided by 
well-defined objectives and policies—the 
financial organization is prepared to carry 
out its day-to-day functions. 

These are many. It handles accounting: 
recording, classifying, and reporting all 
financial transactions in the company. 

It maintains an auditing department 
serving as the impartial observer and ana- 
lyst for head office and field management. 
Audit reports are handled directly with 
the field operating manager, who calls on 
the auditing staff for special assistance. 





How FAST is 





With constantly rising clerical costs, slow manual methods 
are today as obsolete in the office as they are in the plant. 

However, with automatic procedures and the latest 
punched-card tabulating facilities available through Sta- 
tistical service, it’s no problem for any company to get vital 
facts and figures faster, more accurately and at lower cost. 
Through this practical approach, you can automate office 
procedures to keep pace with production requirements. 

If you operate your own tabulating department, Statistical 
is always ready to take care of your overloads and special 
assignments or provide helpful counsel in exploring better 


methods for speed and economy. 


“RUSH” means RUSH when it comes to reports that 
affect so many facets of your business. Statistical service is 
geared to help you meet the tightest schedules. Even if it 
means working for you nights and week ends. 





STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TYPING 
TEMPORARY OFFICE PERSONNEL 


TABULATING - CALCULATING ° 


Just phone our nearest office for fast action. 


CHICAGO 

53 West Jackson 
HArrison 7-4500 
NEW YORK 

80 Broad Street 
WHitehall 3-8383 
ST. LOUIS 

411 N. Tenth St. 
MAin 1-7777 
NEWARK 
National-Newark Bldg. 
MArket 3-7636 
CLEVELAND 
1375 Euclid Ave. 
SUperior 1-8101 
LOS ANGELES 
541 So. Spring St. 
MUtual 8201 








It arranges banking facilities for head 
office and field offices and provides for the 
flow of funds as required within the com. 
pany. 

It projects budgets or programs for all 
capital expenditures—and some operating 
expenses—as far into the future as prac. 
ticable. : 

It establishes and administers policies 
for safeguarding cash and minimizing ex- 
posure to theft. 

It is responsible for credit and collec. 
tions, providing for safe and orderly ex- 
tension of credit and for orderly follow-up 
for liquidation of credit extended. 

It develops—or helps other depart- 
ments develop—up-to-date, efficient office 
procedures. 

It provides economic and statistical in- 


formation needed in evaluating the per- 
formance of various operating depart- 
ments. 


It gives management the information it 
needs to guide current and future pro- 
grams, and it aids the staff and operating 
departments in economic matters. 

It gets capital for the company to carry 
out programs determined by the directors 
and management, and it sees that short- 
term and long-term capital is available at 
minimum cost. 

It maintains an insurance program to 
protect company assets. 

It pays salaries and wages. 

It pays taxes, seeing that the company 
pays all it owes, but no more. 

It provides office facilities, telephone, 
and other communications, stenographic 
and reproduction services, receptionists, 
messengers, and mail service. 

It maintains the quality of its perform- 
ance by three kinds of review: 


1. Periodic audits by local and head 
office auditors; 

2. Periodic reviews and methods sur- 
veys by the head office methods-and-pro- 
cedures department; and 

3. By maintaining seminars for key fi- 
nancial personnel, helping them crystallize 
policy and disclose the uniformity of such 
policies and the degree to which they are 
understood. 


The success of a large business de- 
pends on teamwork, on an organization 
that includes the right line-up of indi- 
viduals and groups for the jobs to be done 
—an organization that gives each operat- 
ing group the benefit of the advice and 
services of any specialists it may need. 
This has worked well in all industries. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 





McCORMICK & COMPANY 
Park Building ee . N. Y. 
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1957-1958 


PRESIDENTS 
OF LOCAL CONTROLS 





ay oe CONTROLLERS INSTITUTE OF AMERICA eR were 


Tenn. Coal & Iron Div. 


U.S. Steel Corp. 
SECTION * Boston 


Birmingham 


Ben Swan Harris & Ewing 





PAUL L. SMITH EDWARD P. KLINGENMEIER HAROLD B. LAWSON MERLE E. McLEOD JENNINGS A. SNIDER 
The Bullard Company Peter Cooper Corporations The Dobeckmun Company Hercules Galion Julius Garfinckel & Co., Inc. 
Products, Inc. 
Bridgeport Buffalo Cleveland Columbus District of Columbia 
Beckett Abenweilers Society 





JACK PLUMPTON JAMES T. CAHILL CHILTON K. ROSS WINSLOW S. OLIN R. H. WOOD 
National Steel Car Corp., Allied Laboratories, Inc. United States Industrial Controller Div. Great Universal Stores 
Ltd. Steel Homes, Inc. Square D Company of Canada, Ltd. 
Hamilton Kansas City Louisville Milwaukee Montreal 
Conway Foster Moulin 





RICHARD G. JONES DONALD A. BRISBANE F. M. ARMBRECHT DUNCAN |. McFADDEN ROBERT W. VOGEL 
Handy & Harman Hoffmann-LaRoche Inc. Southern States Stanford University Champion Spark Plug Co. 
Cooperative, Inc. 
New York City Newark Richmond San Francisco Toledo 


* SECTIONS II & Ill, each comprising 17 more Controls will appear in the August and September issues of THE CONTROLLER. 
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THE GROUP OF TOP OFFICERS of 
Controllers Institute of America, as- 
sembled between sessions at the 
Eastern Conference, includes: (left 
to right) Robert N. Wallis, chairman 
of the Board of CIA; Harold A. 
Ketchum, president of Controller- 
ship Foundation, research arm of 
the Institute; D. E. Browne, 1956-57 
president of the Institute; and James 
L. Peirce, president-elect, 1957-58. 


Executive Motivation, SUB, and Management Planning 


Discussed at Controllers Eastern Conference 


HE THIRD 1957 regional conference of 

Controllers Institute, the Eastern Con- 
ference, was sponsored by the Rochester 
Control, May 16-18, at the Sheraton Hotel 
in Rochester, N. Y. W. Leroy Jordan (re- 
tired—General Motors Corporation) was 
the general chairman while the vice chair- 
man was William G. Von Berg, assistant 
treasurer, The Pfaudler Company. 

Addressing the opening session, Arch 
Patton, principal, McKinsey and Com- 
pany, Inc., New York, noted that the com- 
pensation boom of recent years has passed 
its peak as the primary executive motiva- 
tion. He pointed out that there are at least 
six major elements which can be identified 
as key factors in executive motivation. Five 
of them, he pointed out, are essentially 
nonfinancial: leadership, discipline, job 
challenge, status, competition, and money. 

Each of the motivations, of course, can 
be good or bad depending on how they 
are applied. The motivations are effective 
management instruments only when they 
are well administered and none of them is 
productive; top management makes them 
productive. No one motivation will solve 
all problems. It takes a judicious applica- 
tion of each of the major motivations, ad- 
ministered in conformity with the unique 
needs and characteristics of the individual 
company, to do the job. 

The need for a positive program of in- 
vestor relations was outlined by L. E. Pet- 
tit, manager of investor relations, General 
Electric Company, New York. Mr. Pettit 
noted that the shareholders must be given 
the feeling that they have a direct relation- 
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ship with the company. He outlined the 
studies which have been undertaken by 
GE to determine how to capture reader in- 
terest, how to determine the extent of the 
shareholder market, etc. 

The how and why of doing business in 
Canada was covered by W. O. Twaits, ex- 
ecutive vice president and general man- 
ager, Imperial Oil, Ltd., Toronto. Mr. 
Twaits, who spoke at the opening lunch- 
eon, reviewed the advantages accruing 
from American investment in Canada and 
detailed the requirements for conducting 
such a business successfully. 

He felt that American investment in 
Canada must take account of decentraliza- 
tion, the development of Canadian per- 
sonnel, as well as Canadian shareholding 
interests. He also felt that there should be 
a minimum of preconceived notions based 
on U. S. experience and a minimum of 
apron-string-control methods. The advan- 
tages of such investment were the big and 
expanding market and materials or supply 
where the investor could count on a square 
deal from the Government. 

The principles and operation of the 
Ford Supplemental Unemployment Bene- 
fit Plan were discussed by Richard L. John- 
son, manager, special financial projects, 
Ford Motor Company, Dearborn, Mich. 
Mr. Johnson, who had taken a leading 
part in the development of the SUB Plan, 
outlined the differences between the Ford 
plan and the so-called GAW. 

Mr. Johnson said that the SUB should 
be considered as a business expense which 
would vary according to business condi- 


winnie ag 





tions but that the basic idea of the plan 
was only to supplement unemployment 
benefits rather than to give a guarantee for 
an annual wage. 

The final technical session on Saturday, 
May 18, was a case study on company 
planning and control by three vice presi- 
dents of the Burroughs Corporation, De- 
troit, Mich. Milton Mengel, vice president- 
product planning, discussed the product 
planning philosophy at Burroughs and 
noted that a good part of Burroughs’ 
growth was through new products. As an 
example of their planning, Mr. Mengel 
and the other executives took the develop- 
ment, marketing and financing of the ten 
key adding machines. 

Willis E. Morgan, vice president-mar- 
keting, defined marketing as a mixture of 
specialty selling and merchandising. He 
pointed out that one of the pitfalls of new 
products is that the sales force can con- 
centrate on them at the cost of losing busi- 
ness on other products in the line. He re- 
viewed the marketing of the new product 
from training the personnel and preparing 
service manuals to advertising, publicity 
and actual sales. 

The vice president-finance, Kenneth 
Tiffany, noted that the controller can help 
the development of new products by as- 
sisting and determining the desired sell- 
ing prices, production costs and availa- 
bility of funds. The controller must also 
relate the project to the company’s long- 
range planning and evaluate the project in 
terms of profit to the company. 

Other speakers included H. W. Welch, 
director of the operations analysis section, 
General Motors Corporation, Detroit, 
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Mich., whose subject was return on invest- 
ment and how it can be used; William P. 
Frankenhoff, partner, William E. Hill & 
Company, New York, whose subject was 
“Mergers and Long-Range Planning.” 
The closing luncheon speaker was Dr. 
Dwayne Orton, educational consultant to 
International Business Machines Corpora- 
tion, who spoke on “American Know- 
Why.” 

The Conference opened with welcom- 
ing remarks by general chairman, W. Le- 
roy Jordan. The president of Controllers 
Institute, D. E. Browne, vice president of 
finance and controller, Lockheed Aircraft 
Corporation, presided at the banquet while 
Robert N. Wallis, chairman of the Insti- 
tute’s Board of Directors and vice presi- 
dent and treasurer, Dennison Manufactur- 
ing Company, presided at the opening 
luncheon. 


Few Businessmen Are Active in 


National Legislation 


Only a small minority of businessmen 
in this country—14% or 1 out of 7— 
show a high level of participation in na- 
tional legislation, according to a national 
Opinion Research Corporation survey. Al- 
most three times as many, or 39% of the 
businessmen, have little or no participa- 
tion in federal legislation. The survey was 
conducted for the Chamber of Commerce 
of the United States among members of 
local Chambers of Commerce throughout 
the country. 

“Businessmen’s reasons for their lack 
of activity in national legislation,” the 
survey says, ‘‘add up to a failure to see 
the connection between national legisla- 
tion and their own welfare.”’ 

The survey results, obtained by scien- 
tific probability sampling methods, reflect 
accurately the views of local Chamber 
members across the nation. Those inter- 
viewed had no knowledge of the sponsor- 
ship of the study. Opinion Research Cor- 
poration also interviewed U.S. Senators 
and Representatives from the same Con- 
gressional districts and states covered in 
the member survey. 

The Congressmen, unaware of the 
sponsorship of the survey and guaranteed 
that they would remain anonymous in the 
report, were asked for their appraisal of 
the effectiveness with which businessmen 
—as contrasted with others—are commu- 
nicating their views to their elected repre- 
sentatives. 

“Legislators highly regard personal and 
individualized communications from busi- 
nessmen,” the survey says. “And a sub- 
stantial proportion of them display high 


interest in communications from outside 


their district or state. 


“There is good reason to believe,” the 


survey concludes, “that more intensive 
communication by businessmen can have 
a real influence on legislation.” 
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Here's what they say about 


RECORDS RETENTION AND CONTROL 


oe . . I have just read the new Controllership Foundation report, ‘Case 
Studies in Records Retention and Control” . . . It is a fine exposition of 
how to proceed in streamlining one’s file problems. It shows how expen- 
sive storage space has been reduced. It is the best book on the subject that 


I have seen.” 
FRANKLIN D. COLBURN, management consultant 


ee . . | am sincerely impressed with the approach you adopted, the scope 
of coverage and its balance. By sending your people into the field and in- 
corporating solid facts, your publication is definitive. The quality far ex- 
ceeds that obtainable from using questionnaires, as is evident in compart- 

son with another recent paper on this subject.” 
EMMETT J. LEAHY, management consultant 


ee . . Very interesting and excellently prepared. Each case study is pre- 
sented in sufficient detail to make a complete picture, a result that is lack- 
ing in too many presentations of this type... . The most complete and 
informative collection of case studies in the records management field 
that I have seen. The people who compiled it and wrote it are deserving 

of congratulations for a job well done.” 
RECORDS MANAGER Of a large corporation 


Save money, space and time with a realistic program for records 
retention and control. Profit from the experience of others by read- 
ing the case histories of 13 companies carefully selected to provide 
variety in size, location, profit margin, and product. Their records 
programs range from simple or formative to elaborate and highly 
staffed. 


Send in your order now for 
CASE STUDIES IN 
RECORDS RETENTION AND CONTROL 


$7.50 


($5.75 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE » NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 




















ACCOUNTING REPORTS FOR MANAGEMENT*# 
By Ronello B. Lewis 





Reviewed by ELY FRANCIS 
Assistant Controller 

Radio Corporation of America 
New York 


This book provides a concise, complete 
and easy-to-read treatise on how account- 
ants can improve their presentations. It 
emphasizes uniformity in transmitting 
data, the importance of concentrating on 
highlights of the company’s operations, 
the need for reporting information quickly 
and accurately, and the necessity for em- 
ploying understandable language. 

Some of the outstanding recommenda- 
tions include the following 20 rules for 
preparing attractive reports, stressing the 
use of: 


1. Color in report pages, dividers, tabs 
and binders. 

2. Uniform size binders. 

3. Tabs and dividers instead of indexes 
and exhibit tables. 

4. Uniform paper employed in a uni- 
form manner. 

5. Short titles. 

6. Uniform column headings. 

7. A minimum of lead-off captions, or 
supplementary explanations. 

8. Uniform particulars. 

9. Uniform page sequence. 

10. Particulars in the middle of the 
schedule. 


* Published by Prentice-Hall, Inc., 70 Fifth 
Avenue, New York, N. Y. $15.00. 


THE CONTROLLER.............. | 


11. Guide lines where more than six 
lines of data appear. 

12. Boxes and gutters to localize the 
reader's attention. 

13. Indentation to the left to signify 
addition to a total. 

14. Upper and lower case. 

15. Lines and spaces, to avoid crowding 
of significant data. 

16. Red and black figures in a logical 
manner. 

17. Proper figure arrangement so that 
the amounts involved add down. 

18. Common-sense presentation, so that 
dollar signs, cents and commas can be 
eliminated. 

19. Round numbers wherever practi- 
cable. 

20. Meaningful percentage points only. 


THE PRIMARY PURPOSE of a good ac- 
counting report 1s to communicate to man- 
agement the significant facts about the 
past, present and future outlook of each 
operation. Better organizational control 
can be achieved through the use of the 
following 10 techniques: 


1. Follow organizational lines. 
2. Emphasize important elements. 
3. Interconnect the data, so that succes- 
sive stages of detail add to the total. 
4. Show significant budget compari- 
sons. 
5. Avoid prorates wherever practicable. 
6. Write off factory overhead as a 
period cost. 
7. Use standard costs the easy way, by 
a. Limiting standards to direct la- 
bor, material and other direct ele- 
ments of cost, and excluding fac- 
tory overhead from the standard 
and from product cost, and 
b. Carrying inventories at actual 
cost, and reflecting differences be- 
tween standard and actual pro- 


duction costs in cost of sales 
when the inventory is sold. 
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8. Show significant ratios. 
9. Relate investment to operations. 
10. Show important trends. 


In addition to issuing reports which are 
easy to comprehend, factual and concise, it 
is necessary to keep in mind that the re. 
sults must be available at the earliest pos- 
sible moment. The author suggests that 
flash reports be submitted to provide a 
bird’s-eye view of important divisional 
sales and profits, comparing current pe- 
riods with budget and prior performance, 
The outstanding characteristics of the flash 
report should be its timeliness and its 
brevity. 

In reporting to top management, par- 
ticularly in a large, diversified organiza- 
tion it is essential to concentrate on top- 
level information and provide supporting 
documents for the major divisions and 
subsidiaries. Needless detail merely serves 
to consume valuable time with no appre- 
ciable gain in facts required for deciding 
policy. It is suggested that management 
reports encompass sales and earnings, a 
balance sheet, cash control, expenses, re- 
search expenditures, inventories and te- 
ceivables. 

In all presentations it is important to 
follow organizational lines and designate 
those areas of definite responsibility. It is 
also necessary to compare current results 
with the budget and prior periods so that 
significant trends become apparent. 

This is accomplished through the illus- 
tration of what is simply called ‘a 1-2-3 
report.’” Report 1 is a profit-and-loss state- 
ment showing actual sales, pretax and net 
profit of all major divisions and the con- 
solidated total for the present month and 
the year to date compared with the budget 
and last year. Report 2 is an identically 
prepared profit-and-loss statement show- 
ing projections to the end of the year, 
compared with the previous year. Report 3 
is a balance sheet with the current month 
and projections to the year-end, compared 
with results for prior periods. 

In a highly decentralized organization 
the problem of cash control is of major 
importance, especially where each division 
is completely autonomous, where interdi- 
visional transactions are at arm’s length, 
where billings are at prevailing market 
prices and where the parent company 
serves as banker. The cash flow report and 
projection complements the sales and earn- 
ings and balance sheet data found in the 
1-2-3 reports described earlier. The 
monthly cash flow schedule has several ad- 
vantages: 

1. It serves as a work sheet which en- 
ables the treasurer to review past cash 
transactions and project future require- 
ments ; 

2. It serves as a proof of the balance 
sheet projection, and 

3. It can be used to convert book net 
profit to a cost basis. 
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The author illustrates not only the typical 
source and application of funds, but ac- 
counts for the increase and decrease in 
cash. 

EXPENSE REPORTING is covered, under 
functional groupings, and examples are 
presented on how to present them in any 
type of operation. These categories in- 
clude: 


1. Factory or plant indirect, or rela- 
tively nonvariable overhead costs, which 
are excluded from the inventory value un- 
der a direct costing system. 

2. General administrative expenses of 
an operating division. 

3, Warehousing and shipping expenses 
of an operating division. 

4. General administrative expenses at a 
level relating to a group of operating di- 
visions. 

5. All operating expenses omitted from 
product cost. 

6. All store operating expenses in a re- 
tail merchandising enterprise. 

7. Branch or regional warehouse and 
office expenses. 

8. Corporate or head office administra- 
tive expenses. 

9. All other expenses falling between 
gross profit and pretax profit. 


These expenses can be classified by 
function and by natural account categories. 

Additional expense control techniques 
are essential in such areas as research, in- 
ventories, accounts receivable, capital ex- 
penditures. 

1. RESEARCH, referring to both basic 
research and applied research. The ques- 
tion of whether research costs are suscepti- 
ble to profit control has never been re- 
solved to everyone’s satisfaction. However, 
a suggested approach would be to divide 
these costs into two categories, the direct 
charges to a project and the overhead 
which would continue regardless of the 
amount of activity. Another important as- 
pect of research accounting is the relation- 
ship between research and capital expend- 
itures to support the new product, plus 
the capital outlay required to insure con- 
tinued profit. 

2. INVENTORY reporting should be fun- 
damentally the same at all organizational 
levels to permit proper planning and con- 
trol. At the stock investment level, con- 
trols are usually expressed in units; above 
this level control is expressed in dollars. 
In all instances, the principles are the 
same; inventory is planned in relation to 
demand ; receipts are planned in relation 
to inventory requirements; outstanding 
orders are planned in relation to projected 
receipts; and order placements are then 
controlled to meet these objectives. It is 
the author’s recommendation that empha- 
sis be placed on the relationship between 
present inventory position and future 
sales, and that historical turnover ratios be 
de-emphasized. Another suggestion in- 

(Continued om page 350) 
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cludes the use of the inventory per cent to 
sales for the next 90 days, as opposed to 
the projection of sales for an irregular 
number of months into the future. 

3. ACCOUNTS RECEIVABLE are dealt 
with in relation to sales or billings for the 
past 60 days. A second category is the re- 
porting of past-due receivables by age 
classification, and a third discussion con- 
cerns the reserve for bad or doubtful ac- 


counts. 

4. CAPITAL EXPENDITURES must be 
given much serious thought when adopt- 
ing a reporting system for management 
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CONTROLLERSHIP AND PEOPLE 


A collection of papers presented at the 25th Annual National Confer- 
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use. There are normally two classes of cap- 
ital expenditures, the first being those hav- 
ing a negligible effect on future opera- 
tions, and secondly, those which exert a 
marked influence on future profits. The 
former would entail outlays probably un- 
der $1,000.00; the latter would include 
expenditures dealing with new products 
or processes, expansion of existing opera- 
tions or the purchase of new equipment 
for more i se operation. A capital 
equipment program is closely allied with 
research, and must be evaluated in terms 
of economic conditions and profit poten- 
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tial. In many instances capital programs 
become the most vital segment in account. 
ing reports to management. The impact on 
long-range earnings cannot be overempha- 
sized, particularly when it is recognized 
that there are usually more opportunities 
for investment than available capital per. 
mits. Suggested steps for capital evalua- 
tions include: 


a. Prepare a complete list of pending or 
proposed capital appropriations at least 
once each year. 

b. Prepare a proposed spending schedule, 
a summary of the investment required, 
and an indication of profit return for 
each item. 

c. Establish a minimum standard of te- 
turn for the new appropriations, after 
considering past performance, cost of 
capital and the profit potential con- 
tained in the current budget. 


4. Eliminate items which fall below the 
standard. 

5. Determine the maximum availability 
of cash for the forecast period. 

6. Compare funds available with the 
appropriation requests, eliminate the least 
promising items, and bring the cash and 
capital outlay program into balance. 


HIGHLIGHTING WEAK SPOTS is a prime 
responsibility in any reporting system. It 
summarizes masses of data and points the 
finger at areas where management should 
take corrective action. The means of doing 
this is discussed in a chapter on “red flag 
reports.” A candidate for this type of re- 
port is any operating unit which has a pre- 
tax loss for the month or year to date, or 
whose pretax profit for the same periods 
is below budget or the prior year. In addi- 
tion to listing the divisions which fall into 
these categories, the report must provide 
the underlying causes for the existing situ- 
ation, what corrective action can be ex- 
pected, how long it will take and the de- 
gree of improvement to be expected. 

THE PRESIDENT’S LETTER should be the 
final report for the month highlighting 
and summarizing those activities which re- 
quire top-management attention. The vol- 
ume of this document will depend upon 
the quality of the reporting and the avail- 
ability of adequate accounting informa- 
tion. It encompasses the entire area of op- 
erations and must be direct, factual and 
concise. It is usually written by the con- 
troller or the financial vice president, and 
may be directed to the chairman of the 
Board, the president or a management 
committee. 

In summary the author suggests a work 
schedule for preparing and submitting the 
various reports. These are shown as dates 
following the end of the calendar month. 


DIVISIONAL REPORTS 


4th—Completion of plant cost account: 
ing and issuance of cost sheets, variance 
summaries and expense reports. 
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6th—Issuance of product breakdowns 
of sales, costs and gross profits. 

gth—Completion of divisional manage- 
ment report including profit-and-loss state- 
ments. 

10th—Completion of monthly projec- 
tion of 1-2-3 report and the cost report. 

12th—Completion of red flag and other 
analytical data. 


CORPORATEWIDE SUMMARIES 

10th—Completion of management re- 
port including divisional profit-and-loss 
statements and a summary of sales and 
profits for the corporation. 

12th—Completion of monthly 1-2-3 re- 
port and cost report for the corporation 
and each division. 

14th—Completion of red flag report 
for the total corporation and the monthly 
letter to the president. 


In the opinion of the reviewer, this 
book is ‘‘must reading” for those financial 
people who wish to extract the most 
worthwhile information from their ac- 
counting records; the business executives 
who would like to point to an authorita- 
tive treatise on how an integrated report- 
ing system should operate; and finally, 
those teachers and students who wish to 
discover a practical means of reporting in- 
formation to management. 


RECORDS RETENTION AND 
CONTROL. Case Studies of 13 
Corporations.* 


Detailed guidance in establishing and 
conducting a records management pro- 
gram is afforded by this volume. It covers 
such areas as identifying and appraising 
all documents maintained under present 
arrangements by a company, with a view 
toward destroying the unneeded ones and 
storing the rest in a records center or cen- 
tral file; development of retention sched- 
ules to determine how long specific rec- 
ords should be kept in the future, and es- 
tablishing, equipping and administering 
a records center where all documents 
stored are readily accessible. 

Over 110 pages of forms supplement 
the textual information, flow-charts and 
photographs designed to help readers set 
up programs, facilities and controls of 
their own. For example, the case history of 
records management at the Ohio Oil Com- 
pany, Findlay, Ohio, includes the follow- 
ing filled-in forms, along with others: 
sheet used for gathering data on records; 
questionnaire on disposition of records; 
sample page from records disposition pol- 
icy manual; notice sent to department 
head regarding action on records originat- 
ing in his department; page from register 
in which index code is assigned to a rec- 
ord; form for permanently recording dis- 
position of records after their retention 
schedule has expired ; authorization of de- 
struction of records; storage container 
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labels; form used for posting removals 
and returns, and index of removal cards 
which have been issued. 

Similar exhibits are also presented on 
the records management programs of the 
other organizations covered. These include 
Burroughs Corporation, Detroit; Cleve- 
Jand Electric Illuminating Company, and 
Cleveland Graphic Bronze Company, Di- 
vision of Clevite Corporation, both of 
Cleveland; Dominion Textile Company, 
Limited, Montreal, Que.; E. I. du Pont de 
Nemours and Company, Wilmington, 
Del.; Mutual Life Insurance Company of 
New York, New York; New Haven & 
Hartford Railroad Company, New Haven, 
Conn.; The Port of New York Authority, 
New York; The United States Rubber 
Company, that city; Vulcan Rivet & Bolt 
Company, Birmingham, Ala., and two un- 
identified firms in the electronic and paper 
fields, respectively. 

The procedures described range from 
destruction of unneeded documents to the 
exercise of “birth control’ over creation 
of new forms and systems, with resultant 
savings in space, time and money. 

“People and paper both cannot occupy 
the same space,” the Foundation report 
declares. ““When there are no records re- 
tention controls, paper gradually builds up 
and forces people out. Five filing cabinets 
take up the same space as one desk and 
chair. 

“Uncontrolled practices also create a 
time problem. Much valuable clerical and 
executive time is lost when records are not 
readily obtainable or cannot be found. In- 
ability to find records also leads to reduced 
customer service, faculty statistical analysis 
and a general looseness in administrative 
control. 

“The records management program 
saves money by preventing unreasonable 
purchases of filing equipment to store in- 
active records; by providing for inexpen- 
sive storage systems and equipment, and 
by releasing filing equipment through de- 
struction of unneeded and obsolete rec- 
ords.”’ 


* Published by Controllership Foundation, 
Inc., Two Park Avenue, New York 16, N. Y. 
$7.50. 


NATIONAL INCOME 
ACCOUNTS AND INCOME 
ANALYSIS* 


By Richard Ruggles and 
Nancy Ruggles 


The new second edition integrates na- 
tional income accounting with the analysis 
of income and employment in the econ- 
omy. A five-sector system (producers, con- 
sumers, government, foreign trade, and 
the capital sector) is developed. 

The five-sector accounts are utilized to 
present both a graphical and an accounting 
approach to the theory of income equilib- 
rium and employment. The determinants 








of consumption and investment and the 
impact of government and foreign trade on 
the economy, together with the mechan- 
isms of the multiplier and the acceleration 
principle are all presented in the frame- 
work of national income accounting. 

The national income accounting systems 
in the United States and the United Na- 
tions are presented as are other forms of 
economic accounting such as input-output 
and the flow of funds accounting devel- 
oped by the Federal Reserve Board. 


* Published by McGraw-Hill Book Company, 
pre 330 West 42nd St., New York 36, N. Y. 
6.50. 


DIGITAL COMPUTER 
PROGRAMMING* 


By D. D. McCracken 


This volume considers the down-to- 
earth details involved in actually working 
with digital computers. It discusses many 
of the points that are especially trouble- 
some to beginners and builds a sound un- 
derstanding of programming by means of 
a lucid presentation of its basic funda- 
mentals. To implement his approach, the 
author has devised a mythical computer 
combining elements from a number of 
different models currently on the market. 


* Published by John R. Wiley & Sons, Inc., 
440 Fourth Avenue, New York 16, N. Y. 
$7.75. 
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STANDARD Costs: How THEY SERVE 
MODERN MANAGEMENT. By Clinton 
W. Bennett. Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $10.65. 
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Control by Budget 
(Continued from page 330) 


For the following two years, generally 
the planning is more of the quality of an 
“estimate” or ‘forecast’ than a budget, 
and one of these terms would be prefer- 
able. This period should normally call for 
a sales forecast, an estimate of profits, and 
a financial program which _ includes 
planned capital expenditures. 

Beyond three years, the quality of the 
planning is such that it might be termed 
a “projection.”” Long-range forecasts of 
sales volume and of capital requirements 
are of value in picturing the future growth 
and other characteristics of the company 
and in visualizing capital needs. 


BUDGET REVISION 

The basic fact to deal with in consider- 
ing budget revision is that conditions 
change. Sometimes the change in outlook 
is radical and rapid; at other times it is 
gradual. Both adjustment to external 
changes and _ internal improvement re- 
quire shifts in planning, however, and the 
budget must be as flexible as the plan. We 
must have an orderly process for its re- 
vision. 

How flexible can a budget be? 

At one extreme we might subject it to 
continual revision, perhaps even monthly, 
reflecting each failure to sell or to contain 
costs. This is a weak approach and does 
not emphasize adequately the necessity for 
living up to commitments. At the other 
extreme we might conceive of operating 
for an entire year with no revisions. Ex- 
perience with this method shows that as 
the months go on changes in conditions 
and related changes in planning render 
the budget unrealistic. Both extremes de- 
stroy the effectiveness of any budget. 


The occasion for revision is more a mat- 
ter of management judgment than of for- 
mula. I think we must start with the prem- 
ise that no revision should be made in 
volume or expense levels unless our con- 
sidered judgment tells us we must abandon 
the original plan. In such an event we 
ought to have positive reasons for making 
the change, or else prove to our satisfac- 
tion that the original plan itself was 
wrong. Major changes in markets, prod- 
ucts, prices or wage levels would naturally 
call for revision of budgets. If the budget 
is to be maintained as an active, live in- 
strument of control, it must be kept cur- 
rent. 

Since top management is responsible 
for the net profit of the company, it must 
be aware of changes in planning at any 
level of organization which affect that re- 
sult. It follows that any occurrence bring- 
ing about the need for budget revision is a 
concern of top management and should be 
given consideration at that level. Budget 
revision therefore finds its ultimate in the 
budget profit-and-loss statement, compar- 
ing new with superseded planning, and 
providing management with the means for 
placing divisional and departmental re- 
sponsibility for the changes. 

Countless techniques are practised for 
revising budgets. The most common tim- 
ing appears to be a quarterly revision. 
Some companies revise for the remainder 
of the calendar or fiscal year—others for 





ga new period of 12 months reaching into 
the following year. Still others leave the 


original budget unchanged and carry a 
parallel running estimate, revised fre- 
quently, in order to appraise and control 
deviations from budget. The particular 
method adopted does not appear to be as 
important as it is to exercise correct budget 
principles to effect control. 
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BUDGETING REQUIRES 
FINANCIAL PROGRAMMING 

One of the really significant advances 
in recent years in this science is the devel. 
oping recognition that planning and con. 
trol, and hence budgeting, cannot be te. 
stricted to operations but should embrace 
capital items as well. Not only capital ex. 
penditures are included in the coverage of 
a sound budget program, but every item in 
the balance sheet. This conclusion at first 
seems radical if you have not followed 
through the chain of reasoning which sup. 
ports it, but is readily demonstrable and 
has been proven sound in practice. 

All financial management will concede 
the necessity of planning ahead for capital 
requirements. Forthcoming needs for 
plant expansion and increases in working 
capital items accompanying growth in 
sales volume furnish reasons aplenty for 
careful scrutiny of future needs. Since the 
period of planning for this purpose is 
normally longer than one year, let us refer 
to the plan and its statement in dollars as 
a “financial program” rather than a 
budget. 

Strangely enough, such programs, in 
various forms, have been employed for 
many years by the financial officers of 
many corporations, while at the same time 
an operating budget was used by a con- 
troller or chief accounting officer for the 
current control of expenses and _ profits, 
without any conscious coordination be- 
tween them. Modern planning and control 
demand that they be coordinated. 

It is interesting to note how well the 

budget principles already discussed fit this 
pattern. Assume, for example, that we are 
constructing a financial program for a 
manufacturing company for a period of 
three years. The first step is the prepara- 
tion of a detailed budget of capital ex- 
penditures for the first year, together with 
estimates of requirements based on pro- 
duction planning for the two following 
years. 
The first year’s budget should include a 
listing of individual machine tools, equip- 
ment and capitalizable improvements. It 
should be prepared by manufacturing 
management, placing ultimate responsi- 
bility at the lowest practical level. Coor- 
dination by staff engineering departments 
should not be permitted to obscure the 
basic responsibility of line management 
for this budget, since the latter's use of 
the new equipment will have a direct bear- 
ing on its operating budgets. 

The second and third years’ needs may 
be estimated by manufacturing manage- 
ment, with participation by plant super- 
intendents, central manufacturing execu- 
tives and staff engineering groups. Ap- 
proval is ultimately required, as for the 
operating budget, at the top-management 
level. 

The procedures for approval of capital 
expenditure budgets, reporting of expend- 
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itures against budget and revision of 
budgets differ in form but not in principle 
from the manner of handling operating 
budgets. The control points are the same. 
So is the basic organization relationship 
that gives life to the budget idea. 

The incentive for control is somewhat 
different, however. Whereas the need for 
adequate profit impels the control of op- 
erating costs, another motive appears 
(aside from the relatively minor deprecia- 
tion charge increase) for avoiding waste- 
ful capital expenditures. Lack of control 
will create excessive capital investment on 
which an earning is required. Although 
each capital expenditure proposal may 
meet the formula test of prospective net 
return, — proves that advance 
planning, budgeting and control is also 
needed as a brake on a mounting capital 
investment. 

Furthermore, close budgetary control of 
factory operating costs will create pressure 
for capital items. Most new machinery 
purchases are justified in part on the basis 
of improved speed, capacity or accuracy, 
all of which are usually translated into re- 
duced costs. It is obvious that in a factory 
where heavy pressure is exerted on costs 
without comparable control of equipment 
purchases, capital investment will tend to 
increase excessively. 


CASH CONTROL 

The capital expenditure budget and 
forecast having been established, we can 
complete the financial program for the 
three-year period. Broadly speaking, this 
falls into two parts: requirements for 
capital, and sources of capital. These, of 
course, correspond with the assets and 






























liabilities sides respectively of the balance 
sheet. For this reason it is sometimes 
simplest to approach the financial program 
from this standpoint, although various 
kinds of cash flow budgets are in use. 

Visualize, if you will, pro forma bal- 
ance sheets at the close of each of the 
forthcoming three years and at interim 
dates during the first year. First a cash 
balance should be provided which will 
serve the company’s normal operating 
needs. Receivables and inventories may be 
estimated based on anticipated turnovers 
related to forecasts of sales volume. Fixed 
assets are determinable from the capital 
expenditure budget and estimates just de- 
scribed, and depreciation reserves may be 
fitted in based on current rates. Any other 
assets which are a part of the company’s 
operating picture are added, and the total 
of requirements for capital at the close of 
each year of the program has been pro- 
jected. 

On the liability side, accounts payable, 
accruals and tax reserves may be estimated, 
leaving only the sources and amounts of 
capital to be supplied. The earned surplus 
account will be a composite of the current 
balance and future estimated earnings, 
deducting anticipated dividend declara- 
tions. The balancing figure is the amount 
of capital required to be furnished by 
equity investment and by borrowings, both 
long- and short-term. 

We can now bring into focus two very 
important objectives of this extensive 
planning, and perhaps from the point of 
view of financial management, these are 
the epitome of the entire process. One is 
the capital structure to be employed and 
the other is the control of the flow of cash. 
The two are closely interrelated. 

The space at our disposal does not per- 
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mit a survey of the factors which govern 
the choice of sources of capital.* It js 
elementary that the rate of earnings on 
equity capital is normally improved by the 
use of the company’s credit in arranging 
long-term borrowings. Short-term loans 
may then be fitted into the picture to pro- 
vide cash for temporary peak requirements, 

In considering any channel for secur. 
ing money, profits are of primary impor- 
tance, for it is this yield which services 
the debt—both income and principal. In 
planned profits are found interest and 
dividends as well as repayment of loans. 

I hope this chain of thinking has spread 
before you the panorama of budgeting in 
its larger significance. Budgeting was once 
a term which referred only to a technique 
for the control of costs and expenses. To- 
day its meaning has broadened until it has 
merged with the idea of planning and 
control, embracing income as well as 
outgo; the longer foreseeable future as 
well as the period just ahead ; the financial 
program as well as the operating plan. I 
have tried to make plain the close inter- 
relationship of these areas of thought and 
to show that eventually, in order to do the 
right kind of budgeting job, we must in- 
clude them all. No part of the program 
may be omitted without jeopardizing the 
whole. 


COST REDUCTION AND THE BUDGET 


I have referred to the fact that con- 
tinuous cost reduction is indispensable to 
industry. This point seems worthy of spe- 
cial emphasis. Cost-reduction programs, in 
various forms, have become a significant 
factor in the ability of many companies to 
stay in business and make a profit. 

Now the budget has been a primary 
tool of cost reduction. It has furnished a 
guidepost from which to seek and measure 
cost savings. Some companies have success- 
fully employed a cost-reduction budget, 
by which is meant a goal of specific sav- 
ings accumulated through the organized 
efforts of line and staff groups. The sav- 
ings are costed and accumulated statisti- 
cally without regard for the offsetting ef- 
fect of any cost increases occurring at the 
same time. 

Regardless of the cost-reduction tech- 
nique employed, regardless of whether the 
factory or the office is the target of cost-re- 
duction effort, the budget is the starting 
point. This purpose, however, sometimes 
causes conflict with the concept of the 
budget as a planning instrument. To treat 
the departmental expense budget, for ex- 
ample, as an approved plan, does not en- 
courage further cost-reduction effort. 

The challenge is to use the budget in- 
telligently for both purposes—or, perhaps 
better stated, to identify the two purposes 
with each other so that they become one. 

Ideally, in the process of setting budg- 
ets, we should give full scope to all the 


* See ad on page 364 
(Continued on page 356) 
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ACCOUNTING REPORT 
FOR MANAGEMENT 


By RONELLO B. LEWIS 


A new work of first importance! Shows you how to make your reports command in- 
stant attention and interest, compel full reading, and present the facts so simply and 


clearly that their whole meaning is quickly apparent. Such reports are a sound basis 


for control, and for corrective action where needed. 


Let us send you this long-needed reporting guide, to ex- 
amine for 10 days and judge its value to you. “ACCOUNT- 
ING REPORTS FOR MANAGEMENT” shows you how 
to make available to management a clear, concise, instantly 
informative picture of sales, costs, expenses, profit and loss, 
balance sheet elements, research expenditure, outlays for 
capital growth, and other factors. 


Here are a few of the highlights of this extraordinary book: 


1. 20 specific techniques for making reports more attrac- 

tive to the eye and far easier to read. 

2. 10 specific techniques for providing control through 

more effective reporting. 

3. Effective use of the flash report in which quick sum- 

mary facts are arranged for easy reading. 

4. A new, clearly etched presentation of the monthly 
management report—the key reference report for the 
enlightenment of the officers. 

. A unique, revealing trend report that shows in what 
direction the business is moving and is an invaluable 
guide to planning. 


jor 


6. Special reports that relate research costs and capital 
expenditures to their long-range profit potential. 





ABOUT THE AUTHOR 


Ronello B. Lewis as Vice President and Controller of Olin 
Mathieson Chemical Corporation headed an accounting and con- 
trol organization that performed services for management in 
more than 20 operating divisions of a rapidly growing indus 
trial corporation. 


From 1949 to 1953 Mr. Lewis was controller of Radio Corpora- 
tion of America, and for seventeen years prior to that he was 
with two merchandising companies where his responsibilities 
fell again into the areas of accounting, reports, planning and 
budgets, financial analysis, and other control services for man- 
agement. 





Mr. Lewis is a member of the Controllers Institute of America 
and a Trustee of its research arm, The Controllership Founda- 
tion. 
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7. The use of flagging devices to highlight weak spots for 
corrective action. 

8. Complete, fully-worked-out examples to illustrate ev- 

ery technique described in the book. 


The purpose of an accounting report is to enlighten man- 
agement through a rapid, prompt, and accurate revelation 
of the facts at hand. If these facts are drably presented, diff- 
cult to read, and their meaning hard to get at, much of 
their purpose and interpretive value will be nullified. 


Why let that happen? In his great new book, “ACCOUNT- 
ING REPORTS FOR MANAGEMENT,” Ronello B. 
Lewis shows you how easy it is . . . and how much lower in 
cost . . . to make your reports easy to read, quick to grasp, 
and with a physical arrangement that invites immediate in- 
terest and attention. Send for your free-trial copy today— 
mail coupon below. 
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owe nothing. 
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techniques of measurement. The budget 
should reflect a plan free from excess 
costs, trimmed to the point where to abide 
by it and turn out the work requires all 
concerned to be performing at a creditable 
standard. Thereafter the effort should be 
to control by variance from budget, under 
the well-known principle of management 
by exception. 

If a standard-cost system is used, it will 
frequently be necessary to budget vari- 
ances from standard. An example is the 
excessive material cost anticipated during 
early periods of production of a new item. 
There are many other instances where we 
must expect and therefore plan for exces- 
sive costs, perhaps of a temporary nature, 
which should not be incorporated into the 
standard cost of product. Here the man- 
agement-by-exception spotlight would fall 
on the excesses over budgeted variances. 

As a practical matter it is difficult to 
rely wholly on the management-by-excep- 
tion theory because we are never com- 
pletely confident in the budget itself. 
Therefore in searching for the maximum 
yield of which the organization is capable 
we apply our measurements to actual re- 
sults. This is almost the sole reason, for 
example, for comparing this year’s sales 
with the same period of last year. If we 
were fully confident in our budgets such 
comparison would be of little value; pre- 
vious experience would have entered into 
the budget of sales so that we would only 
be interested in comparing actual results 
with budget. 

I think it is evident that we will never 
lose interest in the year-to-year compari- 
son. By the same token, regardless of the 
care with which the budget has been con- 
structed, we must take advantage of the 
additional dimension provided by meas- 
urement of actual against actual—for ex- 
amples, the useful ratios of sales expense 
or of research costs to sales volume. 

The cost-reduction effort then must be 
pursued comparing today’s costs against 
previous performance and against such 








goals and standards as we can develop to 
measure operating efficiency, as well as 
against budget. 

It should be self-evident that the pres- 
ence of a plan ought not to be allowed to 
vitiate the force which might exceed it. It 
is one of the particular responsibilities of 
management to be alert to avoid compla- 
cency in those areas where the budget is 
being met, when additional effort might 
produce an even better job. 


THE CONTROLLER 
AND THE BUDGET STAFF 


We have discussed at some length the 
particular line relationship that gives the 
budget its vitality. I should like to refer 
now to another working understanding, 
equally important—that of the budget 
staff to the line. This contact point may 
well determine the degree of success 
achieved by the budget program. 

No written job description can do jus- 
tice to the qualities a staff budget man 
must have, nor to the attitude he must 
display toward those responsible for spend- 
ing. He can neither censure nor praise, 
being obliged to leave these offices to line 
management. But through his skill in 
measurement he may help them to a self- 
appraisal. He may not dictate budget lev- 
els, but the force of his staff assignment 
will contribute generously toward estab- 
lishing them. He may not interpose him- 
self between the line manager and his 
boss, but he must be aware of all that 
transpires in the operation of which they 
are a part and be alert to the opportunity 
to motivate them constructively toward a 
well-planned and firmly controlled opera- 
tion. He is in short an expert in minding 
his own business while at the same time 
making everyone’s business his own. 

In this sense, the controller himself 
should be the chief budget officer. He not 
only defines the required attitude for the 
entire accounting and budget staff, but he 
exemplifies it in his work at the top-or- 
ganization level. The management func- 
tion exercised in the president’s office 
should be augmented by the budget prac- 
tice known as controllership. 

The first function of controllership, as 





Every controller, like every cost accountant, is aware of 
the natural laws which govern his functioning—or at the 
very least he is being made aware of them by sharp daily 
experiences. He knows that his concern with cost reduction 
must be channeled into the organized streams of human re- 
lationship about him. He cannot give orders, cannot censure, 
cannot, in fact, mete out praise, because these offices are the 
responsibility of direct line supervision, and whenever he 
yields to the temptation to perform them he jeopardized the 
confidence reposed in him by his operating associates. 
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given in Controllers Institute’s definition 
(see page 318 of this issue) is worth 
re-examining in this connection. It states 
that the controller is ‘‘to establish, coordi- 
nate and maintain, through authorized 
management, an integrated plan for the 
control of operations.” It further says that 
“such a plan would provide, to the extent 
required in the business, cost standards, 
expense budgets, sales forecasts, profit 
planning, and programs for capital invest. 
ment and financing, together with the nec- 
essary procedures to effectuate the plan.” 

This statement epitomizes the planning 
and control idea. It expresses the delicate 
distinctions which the controller must rec- 
ognize in all his work. Coordination must 
be effected not through any authority of 
his own to issue orders, for he has none, 
but rather through the line management 
so authorized. Note, too, that the control- 
ler does not maintain the control of op- 
erations, but only a plan for such control, 
thereby leaving the control itself in the 
hands of those same authorized individ- 
uals. Finally, the techniques of control, 
such as standards, budgets and forecasts, 
are properly made the means for control 
rather than ends in themselves. 

The second of the controller’s stated 
functions is “to measure performance 
against approved operating plans and 
standards, and to report and interpret the 
results of operations to all levels of man- 
agement.’ The statement, again subordi- 
nating means to objective, goes on to 
specify the techniques included in this 
assignment—namely ‘‘the design, installa- 
tion and maintenance of accounting and 
cost systems and records, the determina- 
tion of accounting policy and the compila- 
tion of statistical records as required.” 

The reporting and interpretation called 
for in this function are an important part 
of the budget program. They should be 
observed at all levels of budget practice, 
the controller's office being the source 
from which the philosophy emanates. 

By the terms of this definition we have 
now established the place of the admin- 
istration of planning and control in the 
organization. It is laid at the controller's 
doorstep. His is the task of disseminating 
this idea, with its unlimited possibilities. 
With only staff authority to represent top 
management in the planning and control 
area, he finds his most effective weapon to 
be the power of the idea alone. If he 
learns to use it well, his business will real- 
ize a sense of direction that can only result 
from adequate planning, accompanied by 
control to the plan. 

The controller then truly controls, in 
the very special sense of the word that 
budgetary control implies. He provides 
the planning and control machinery and 
coordinates the efforts of the organization 
in using it. It is this sense of control that 
gives life and meaning to our budgets, 
and elevates them to recognition as a 
powerful force for industrial progress. 
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New Orleans, La. (RIGHT 


Eight past presidents of the New Or- 
leans Control of Controllers Institute were 
honored at a dinner meeting on May 21 
at the Roosevelt Hotel. They included 
(seated—left to right): Clem P. Binnings 
(1946-47) ; Charles M. Carriere (1956- 
57); William P. Stich (1948-49); and 
Dee Davis (1951-52) ; (standing—left to 
right) Reuben F. Gray (1953-54); N. 
Richard Velleman (1950-51) ; George J. 
Springer (1952-53); and William I. 
Monaghan (1954-55). 





Columbus, Obie (ABOve) 

Participants in the third session on May 
16 of Ohio State University’s 19th Annual 
Institute on Accounting included (/eft to 
right seated): Prof. George W. Eckel- 
berry of the University’s accounting fac- 
ulty; Roger A. Yoder (presiding), vice 
ptesident-finance, Detroit Steel Corpora- 
tion, Detroit, Mich., and vice president of 
Region VI of Controllers Institute; 


|| # LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





(standing) Paul W. Pinkerton, New 
York, partner, Haskins & Sells; W. P. 
Githens, Cleveland, American Steel & 
Wire Division, U.S. Steel Corporation; 
and James W. Pontius, Schenectady, con- 
sultant, Electronic Data Processing Devel- 
opment, General Electric Company. 


Vancouver, 3. C. (RIGHT 

The Vancouver Control of Controllers 
Institute observed its fifth anniversary at 
a dinner on May 9 at which the Institute’s 
national president, Dudley E. Browne of 
Los Angeles, was the featured speaker. 
Accompanying Mr. Browne was the Insti- 
tute’s regional vice president from Region 
X, Fred H. Brown, also of Los Angeles, 
as well as members of the Seattle Control 
of Controllers Institute. 

(Standing left to right) Mr. Brown; 
Mr. Browne; Thomas Chambers, newly 
elected national director from Region X; 
(seated) Jack Gilmer, president of the 





oe 


Vancouver Control; Noble E. Boyce, pres- 
ident of the Seattle Control. 


(BELOW) 

The five at the head table (left to right) 
are Mr. Boyce, Mr. Browne, Mr. Gilmer, 
Mr. Brown and Russell E. Early, member 
of the Seattle Control. 
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Aid to Education 

An annual fellowship for students con- 
templating careers in advertising or mar- 
keting has been established at the Harvard 
Graduate School of Business Administra- 
tion, by the CBS Foundation, Inc. The 
foundation is the agency for making edu- 
cational and charitable grants on behalf of 
Columbia Broadcasting System. The fel- 
lowship will provide an annual grant of 
$2,500.00 to a deserving student upon his 
starting the first year with a two-year pro- 
gram leading to a M.B.A. degree. 


Privately supported colleges and uni- 
versities from which 19 key CBS execu- 
tives on both junior and senior levels were 
graduated, will receive unrestricted grants 
in recognition of the services of these 
alumni to CBS. The unrestricted grants 
amount to $2,000.00 on behalf of each 
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executive, approximating the ‘‘cost of edu- 
cation” which is paid from an institution’s 
endowment or other accumulated funds 
over and above the costs actually charged 
to the student. 

e 


General Electric Company said that 
American colleges and universities re- 
ceived over $365,000.00 during 1956 as a 
result of contributions by GE employes. 
The company said that employes gave 
$182,380.00 to 361 colleges and GE's 
educational and charitable fund matched 
the total. 


Company Meals 

In 1956, according to Time, 41,000 
companies served some 23 million meals 
each working day to their employes at a 
cost of over $3 billion for equipment and 
service. 


RECORDS STORAGE 
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A quotation from the analytical summary of 
“Case Studies in Records Retention and Control”’ 


published by 
CONTROLLERSHIP FOUNDATION, INC. 


‘Many types of equipment are available for use in estab- 
lishing a records center. Perhaps the most common is the 
transfer file or case. The transfer file has met with much 
success because its operation closely resembles that of the 
file drawer. The disadvantages of the transfer file are its 
weight when fully packed, the tendency of all but the best 
to deteriorate rapidly with age and the substantial cost per 
unit. The most modern records centers (those of the United 
States Government, for example) use standard open steel 
shelving and corrugated cardboard containers (200 pound 
test kraft) measuring 10” X 12” X 15”. These records 
center cartons contain exactly one cubic foot of records. 
The boxes now cost between 30 and 50 cents a unit, de- 
pending upon shipping charges and quantity of purchase. 
The standard shelving unit (costing about $50, including 
erection) will hold 60 of these boxes. This capacity is 
based on a usable ceiling height of 10 feet. Some records 
centers, where the ceiling height is 14 feet or more, have 
84 boxes on a shelving unit.” 
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This Electronic World 


Bell Telephone Laboratories have de. 
veloped an experimental high-speed elec. 
tronic brain that takes up little more space 
than a television set and operates on even 
less electricity. The compactness of the 
new digital computer is made possible by 
the extensive use of pea-sized transistors, 
One of the important features of the new 
computer is the machine's ability to take 
its instructions immediately from its 1,024- 
“word” electronic memory, no matter 
where the desired instruction may be 
stored, through the use of a transistor- 
driven random-access magnetic core mem- 
ory. 

e 


A technical committee of the American 
Bankers Committee has recommended that 
magnetic ink characters, to identify the 
check, be placed in a quarter-inch band a 
quarter inch in from the bottom of the 
check. The magnetic ink characters would 
give the bank’s transit number, customer's 
account number and the amount of the 
check. This information would permit au- 
tomatic sorting, proving and posting. 


Executive Salaries 

The “average” business executive in the 
middle-management category is earning 
nearly 6% more than he earned last year, 
according to the AMA’s sixth annual sur- 
vey of middle-management compensation. 
In small American companies middle- 
management salaries usually range from 
about $6,000 to $15,000 a year while in 
large companies they may go as high as 
$30,000. Bonus payments are nearly as 
common for middle-management as they 
are for top executives. By and large, mid- 
dle-management salaries in Canada are 
only 80% of those in the United States. 


Maintenance Costs 

Industry’s maintenance bill increased 
by more than a billion dollars in 1956, 
representing an increase of 9 per cent, 
according to a maintenance executive of 
du Pont. 


Automation at Work 

A new distribution warehouse uses elec- 
tronic controls, conveyors and monorails 
to speed the flow of thousands of gar- 
ments to a chain of 142 women’s and 
children’s apparel stores. The Mangel 
Stores, Inc. warehouse in New York City 
has controls which direct merchandise 
onto racks assigned to individual stores, 
accumulate baskets until they make a 
shipping case load and release the accu- 
mulated baskets to a packing area. Ship- 
ping cases are packed by hand, but then 
the system takes over again to move vafl- 
ous-sized shipping cases to an automatic 
sealer and then allocate each case to 1ts 
designated truck for the trip to stores 
across the country. 
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In business after business, 





BURROUGHS MICROFILMING 
BRINGS THE BIG RESULTS 























SIMPLIFIES RECORD CONTROL FOR A BANK: 





“Our problem of 


adequate records of commercial and special accounts with single 


posting was solved by Burroughs Microfilming . . 


. cut film costs by 


over half.” Romulus State Bank, Romulus, Michigan. 
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HOW MANY 
WAYS CAN 


IT HELP 
YOU ? 


This we promise: Right this minute, there are more ways Burroughs- 
Bell & Howell DEPENDABLE microfilming equipment can benefit 
YOUR business, too, than you could possibly imagine. PROVED ways 
that range from simplifying or improving accounting procedures to 
reducing your record storage space. Talk with the specialist who can 
demonstrate these ways to you. He’s the Burroughs Systems 


Counselor, a man thoroughly at home with 


the 


management and operating needs of both small 
and large businesses of every kind. Want prompt ‘Burroughs 
action? Call him at our local branch office today. 


Burroughs Corporation, Detroit 32, Michigan. 





EASES HOSPITAL FILING PROBLEM: “Burroughs Microfilming solved 
our ever-increasing problem of storing medical records. We also utilize 
our Micro-Twin to micro-record accounts payable, accounts receivable, 
and payroll.” Auburn Memorial Hospital, Auburn, New York. 
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TIGHTENS ACCOUNTS PAYABLE CONTROL FOR AUTOMOTIVE 
PARTS DISTRIBUTOR: “Burroughs Microfilming helps give us central- 
ized control over accounts payable in 25 branches and 9 warehouses 
through increased speed, accuracy, economy and complete protection.” 
Colyear Motor Sales Co., Los Angeles, California. 


THE MODERN, LOW-COST MICROFILMING SYSTEM 


“Burroughs” —Reg. TM. 











TOPMEN ... 

Mary Lee Candies, Inc., Norwalk, Ohio, 
has elected Gordon W. Schroedel as pres- 
ident. 


NEW CONNECTIONS .. . 

James A. Marohn has joined the Uni- 
versal Match Corporation, St. Louis, Mo. 
as vice president-finance. . . . Bernard J. 
Whitbread is controller of Marsellus Cas- 
ket Co., Inc., Syracuse, N. Y. 





MR. MAROHN 


COMPANY CHANGES .. . 

F, W. Ackerman is now president of the 
newly created Western Greyhound Lines, 
a unit of the Greyhound Corp., in San 
Francisco, Calif.; Melvin C. Frailey was 
named executive vice president of the 
same division. 





MR. GIBBONS 


MR. CAUVET 


PROMOTIONS ... 

Kenneth A. Boos recently was elected 
secretary-controller of the Upson Com- 
pany, Lockport, N. Y. . . . Harold W. H. 


Burrows is now vice president-administra- 


THECOMTSOUER............... 


MR. WHITBREAD 


Carers _. JULY 1957 


tion of Parke, Davis & Company, Detroit, 
Mich. . . . Harold H. Cauvet was ap- 
pointed to the newly created post of di- 
rector of accounting and electronic ap- 
plications of General Foods Corporation, 
White Plains, N. Y. 

G. Edward Cooper recently became 
senior vice president for Operations of 
the Philadelphia National Bank, Philadel- 
phia, Pa... . Francis J. Gibbons was 
made treasurer of Calumet & Hecla, Inc., 





MR. HANSEN 


Chicago, Ill. . . . Election of |. R. Han- 
sen as treasurer of Minnesota Mining & 
Manufacturing Co., St. Paul, Minn. was 
recently announced. 

Claud D. Kelsay was named to the 
newly created post of comptroller of the 
Crawford Door Co., Detroit, Mich. .. . 





MR. LANG MR. 


Norman E. Lang’s election as assistant 


comptroller of American Machine & 
Foundry Company was recently an- 
nounced. . . . Procter & Gamble Com- 


pany, Cincinnati, Ohio recently announced 
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MR. QUAN 


the election of C. K. McCracken as vice 
president and comptroller. 

Prudential Insurance Co. of America, 
Newark, N. J. recently named Louis R, 
Menagh and Orville E. Beal as executive 
vice presidents. . . . Arjay R. Miller has 
been made vice president and controller 
of Ford Motor Company, Dearborn, Mich, 
.. . W. F. Otterstrom was promoted to 
comptroller of Olin Mathieson Chemical 
Corporation, New York. 

Robert L. Purcell is executive vice presi- 
dent of the Siegler Corp., Anaheim, Calif, 
. . . The election of William P. Quan as 
vice president in charge of finance of 
Franklin Supply Company, Chicago, Ill. 
was recently announced. . . . John M. 
Robinson was elected executive vice presi- 
dent of the DeVilbiss Company, Toledo, 
Ohio. 

E. J. Walter is now treasurer of Os- 
borne-Kemper-Thomas, Inc., Cincinnati, 
Ohio. . . . Perry A. White was named 
vice president and general manager of the 
Eddystone Division of Baldwin-Lima- 
Hamilton Corporation, Philadelphia, Pa. 





MR. WHITE 


NEW DIRECTORS... 

Named directors of their companies 
are: F. H. Falkiner, assistant treasurer of 
Gilbert & Barker Manufacturing Co. Ltd., 
Toronto, Ont., Canada. . . . and Edward 
M. Kerwin, senior vice president of E. J. 
Brach & Sons, Chicago, III. 





MR. FALKINER 


OTTERSTROM 


HONORS TO... 

Allan D. Henry, vice president, secre- 
tary and director, Charles H. Tompkins 
Construction Co., who has been elected 
president of the Washington Chapter, Na- 
tional Association of Cost Accountants. 
Mr. Henry is also serving as chairman of 
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MR. COX 


the zoning committee for the Old Do- 
minion Citizens Association in Arlington, 
Va. . . . Arnold W. Carlson, vice presi- 
dent, Time, Incorporated, who received 
the honorary degree of Doctor of Laws at 
the centennial commencement exercises of 
Lake Forest College on June 16. He is a 
1928 graduate of Lake Forest. 

Trent C. Root, vice president and con- 
troller of Southern Methodist University, 
Dallas, Texas, who was elected governor 
of Rotary District 581 at the Annual Con- 
vention of Rotary International in Switzer- 
land. He is a member of the executive 
committee of the Southern Association of 
College and University Business Officers 
and of Controllers Institute of America, as 
well as being a past president of the Dallas 
Rotary Club. . . . Leilyn M. Cox, vice 
president and comptroller of Employers 
Mutuals of Wausau, Wausau, Wis., who 
has been named president of the Insurance 
Accounting and Statistical Association for 
the year 1957-58. Mr. Cox has been ac- 
tive in the Association for a number of 
years, most recently as vice president in 
charge of Conference Arrangements. 

Edmund L. Grimes, president of Com- 
mercial Credit Company, Baltimore, who 
received the Merit Award of the North- 
western University Alumni Association on 
June 15. Mr. Grimes graduated in 1928 
from Northwestern’s School of Commerce. 
He served as a national director of Con- 
trollers Institute, 1952-55, and as na- 


tional president, 1952-53, and is currently 
a trustee of Controllership Foundation. He 
is also a director of the Baltimore and 
Ohio Railroad, and the Fidelity-Baltimore 
National Bank, and a trustee of the Tax 
Foundation of New York. 





MR, GRIMES 


PROF. SMITH 


RETIREMENT .. . 

Herbert J. Noble, executive vice presi- 
dent of Taylor Instrument Companies of 
Rochester, N. Y., retired on May 15. Long 
active in national and local affairs of Con- 
trollers Institute, Mr. Noble is one of the 
group that founded the Rochester Con- 
trol; he is a charter member of the na- 
tional organization in which he holds 
membership certificate #6. . Arthur F. 
Lafrentz:tetired on July 1 as chairman of 
American Surety Company, New York. 
His Yetirement occurred on the 44th an- 
niversaty of the day he joined the com- 
pany as deputy controller. 


EXTRACURRICULAR ACTIVITIES .. . 

Sterling K. Atkinson, vice president and 
treasurer, Temple University, Philadel- 
phia, Pa., served as chairman of the tech- 
nical program committee of the 38th In- 
ternational Cost Conference of NACA 
held in Washington, D. C., June 23-27. 
Warren J. Faust, vice president and con- 
troller, Bridgeport Brass Company, Bridge- 
port, Conn., was a discussion chairman of 
a panel devoted to profit evaluation for 
Management. 


SPEAKERS ... 

Frank P. Smith, professor of Business 
Administration and director of Bureau of 
Business Research, University of Michi- 
gan, Ann Arbor, Mich., recently spoke on 
the subject of ‘Education for the CPA” 
at the 19th Annual Institute on Account- 
ing at Ohio State University. At the same 
meeting Thomas H. Carroll, vice president, 
Ford Foundation, New York, spoke on 
‘Education for Business: A Dynamic Con- 
cept and Process.” 








CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CON- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
September issue, we should be notified of your new address 
before August 1. Be sure to include your postal zone as u ell 


as your old and new address. 





THE CONTRCLLER * JULY, 1957 





How Much Income Can 


TRUST 
FUNDS 


Yield With Insured Safety? 


At current rates, you can increase the yield 
of a trust fund to 4%—yet enjoy 100% 
insured protection by a U. S. Gov't agency. 


This is a fact fast becoming known to alert 
trustees, custodians and administrators of 
funds for which absolute safety must be 
the first consideration. 


You, too, should send for the facts about 
Insured Savings & Loan Associations, Our 
Free Special Report gives you illuminating 
answers to questions like: 


* Which Associations pay highest average divi- 


dends—4%—with insured safety of prin- 


cipal? 


How to place $100 to $1,000,000—100% 
insured against any loss? 

Which U. S. Gov't Agency insures each ac- 
count up to $10,000? 


Should you insist on insurance? Why ? 


How can you tell which are insured? 


When’s the best #ime to open an account? 


How is money easily withdrawn? 


Why do you need a reputable broker ? 


Why are the broker’s services free? 
How 
How 


to pick Associations best for you? 


to open an account? 


Prudent people are now placing over 
$23,000,000 daily in Savings Associations. 
The 


already attracted some 12 million accounts 


high dividends—plus safety—have 


from: Trust Funds; Pension, Profit- 
Sharing, Welfare & Retirement Funds; La- 
bor & Credit Unions ; Churches & Colleges ; 
Corporations, Partnerships, Guardianships 
and private individuals. 


— ——FREE COPY- — — — 


TO: B. RAY ROBBINS CO., Dept. R-53 | 

500 Fifth Avenue, New York 36, New York 
| PE-6-1912 | 
| Gentlemen: Send free copy of Special | 
| Report plus list of 35 Selected Associa- | 

tions paying 4%. 
| Nar I CMETITEIITITITITITITITITITTTT ELL | 
| Address Pee ene teen e eee eee eee ee EeeEEe eee see eee eeeeeeee eee eee® | 
| | 
OS  Citiih ca eee CORR Esissscis State sisacsse | 
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Economics of Equipment Leasing 


(Continued from page 334) 


b. The lessee will acquire title upon 
payment of a stated amount of ‘rentals’ 
which under the contract he is required 
to make. 

c. The total amount which the lessee is 
required to pay for a relatively short 
period of use constitutes an inordinately 
large proportion of the total sum re- 
quired to be paid to secure the transfer 
of the title. 

d. The agreed ‘rental’ payments materi- 
ally exceed the current fair rental value. 
This may be indicative that the pay- 
ments include an element other than 
compensation for use of property. 

e. The property may be acquired under 
a purchase option at a price which is 
nominal in relation to the value of the 
property at the time when the option 
may be exercised, as determined at the 
time of entering into the original agree- 
ment, or which is a relatively small 
amount when compared with the total 
payments which are required to be 
made. 

f. Some portion of the periodic pay- 
ments is specifically designated as in- 
terest or is otherwise readily recogniz- 
able as the equivalent of interest. 


The fact that the agreement makes no 
provision for the transfer of title or even 
bars transfer of title does not prevent 
treating it as a sale. 

“The Treasury will find an intent to 
rent the equipment if rentals are at an 
hourly, daily or weekly rate or are based 
on production, use, mileage, or a similar 
measure and are not related to the normal 


RELATED 





PERIODICALS 


“Equipment Leasing,’ Gerald Hoyt, The Ar- 
thur Andersen Chronicle, July 1956. 

Article in Industrial Marketing, February 1956. 

“Pros and Cons of Leasing Equipment,’ Frank 


Griesinger, Harvard Business Review, 
March-April 1955. 
BOOKLETS 
“Leasing of Industrial Equipment,’ Bulletin 


No. 21, Council for Technological Advance- 
ment, Machinery and Allied Products In- 
stitute, March 29, 1954. 

“Lease or Purchase? Alternative Methods of 
Industrial Financing,” Fred J. Muth. In 
American Management Association Special 
Report No. 1, entitled ‘“Tested Approaches 
to Capital Equipment Replacement.”’ 

“Federal Tax Coordinator,’ Research Institute 
of America. 


IN THE CONTROLLER 
“Sale and Leaseback of Real Property,’’ Febru- 
ary 1955, p. 76. 


READING 


purchase price; provided that any option 
to buy must be at a price which reasonably 
approximates fair market value on the op- 
tion date. On this basis, agreements of the 
following type will usually be considered 
leases in the absence of contrary indica- 
tions: 


a. Short-term agreements, usually cov- 
ering mobile equipment or relatively 
small equipment. Payment is usually on 
an hourly, daily, or weekly rental and 
rates are relatively high in relation to 
value of the equipment. There may be 
an option to buy at a price fixed in ad- 
vance which will approximate fair mar- 
ket value at the time of exercise of the 
option. In this type of agreement, lessor 
pays for all repairs, maintenance, taxes 
and insurance, etc. 

b. Agreements by taxpayers engaged in 
leasing personal property to others, 
either as a principal business activity or 
incidental thereto. The rentals here are 
usually based on normal operations or 
use plus a surcharge for anything ex- 
ceeding the normal. In some cases, 
rental is based on units produced or 
mileage operated. Either party may ter- 
minate at stated periods by giving due 
notice. An option to buy has no relation 
to the amount of rentals paid. 


“The Treasury will presume that a con- 
ditional sale was intended in the absence 
of contrary compelling factors, if the total 
rent paid plus any option price payable in 
addition approximates the price for which 
the equipment could have been bought 





“Lease or Purchase,’ Fred J. Muth, August 
1954, pages 366-67 inc. box “Leasing Ma- 
chine Tools.” 

“Leaseback vs. Security Financing,” a report 
on a study prepared by a subcommittee of 
the Committee on Capital Assets and Re- 
lated Reserves of the New York City Con- 
trol of Controllers Institute, September 
1953, pages 413-20.* 

“Industrial Financing Through Own-Lease,”’ 
John J. Wilson, Jr., and Scott Harrod, Feb- 
ruary 1949, pages 60-64, 76, 78, 80, 82. 

“Long-Term Leases and the Balance Sheet,” 
Paul Kircher, August 1948, pages 388-89. 


Bibliographies 
Controllership Information Service 
“Leasing vs. Owning Cars and Trucks,” Oc- 
tober 1955, page 508. 
“Leasing vs. Owning Property,’ March 1956, 


page 140. 


* A reprint of this article is available for 
35¢. Address Controllers Institute of America, 
Two Park Avenue, New York 16, N. Y. 
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when the agreement was entered into plus 
interest and/or carrying charges. 

“The Treasury will assume that a sale 
was made even though there is no Provi- 
sion for passing title, if total ‘rentals’ over 
a relatively short part of the equipment's 
useful life approximate the price for 
which the equipment could have been 
bought when the contract was entered 
into, plus interest and/or carrying charges, 
and if the lessee may continue to use the 
equipment for an additional period or pe- 
riods approximating the rest of the useful 
life by making nominal or token pay- 
ments.” 

In conclusion, the increasing popularity 
of leasing capital assets has resulted in a 
variety of leasing arrangements tailored to 
suit specific needs. Such leases provide 
management with an alternative method 
of financing capital additions. The desira- 
bility of leasing can only be determined 
after a careful examination of the relevant 
advantages and disadvantages, the tax con- 
sequences, and the accounting problems 
posed by the particular type of lease being 
considered. 


Purchasing for Profit 


(Continued from page 337) 


provides internal control while eliminat- 
ing matching, payment and other transac- 
tions normally involved in this type of 
procurement. In addition to the advan- 
tages gained by the company in elimina- 
tion of paper work, the local vendors like 
this practice because it cuts their book- 
keeping and billing transactions to a min- 
imum. This plan is usually coupled with 
periodic pickups which are made every 
two or three days in order to avoid contin- 
uous traffic to the local suppliers. 


5. CONTROL OF QUOTATIONS 
AND THEIR FOLLOW-UP 


Policies should be established for ob- 
taining quotations on new items and for 
reviewing competitive prices of old items. 
Under today’s competitive situation, 
changes are occurring in techniques which 
give advantages to certain vendors over 
other vendors due to their practical pro- 
duction techniques and know-how. It is 
accordingly good to follow up on estab- 
lished prices to be sure that the prices be- 
ing paid are reasonable in view of current 
conditions. 

In order to concentrate quotation efforts 
on items where the greatest benefits will 
be obtained, the valuable items should be 
selected and a continuous record made of 
the times when they have been checked for 
competitive prices. The selectivity of this 
activity permits intensive work on the rela- 
tively low number of valuable items. At 
the same time, it is considered advisable 
to establish a policy that quotations will be 
obtained only on the valuable items. This 
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has the added advantage of forcing infor- 
mation to be furnished to the Purchasing 
Department regarding annual usage in or- 
der to determine the need for obtaining 
quotations. 

It can reasonably be expected that the 
vendors will tend to be more price-con- 
scious and to pass on cost savings if they 
realize that competitive bidding and quo- 
tations are being obtained by their cus- 
tomer. Properly handled, this should cause 
no ill feeling but, rather, establish respect 
for good business principles practiced by 
the customer. 


6. STANDARD COSTS 
FOR PURCHASED ITEMS 

The development of good standard 
costs for purchased items will be helpful 
in measuring purchased savings and their 
effects on cost reductions. The variations 
between actual and standard can be ana- 
lyzed for further areas of cost reduction 
through such means as re-design of parts 
and liberalization of material specification. 

The classification of parts by A-B-C will 
help focus attention on the valuable items 
where substantial savings can be realized 
because of the volume. It is logical to as- 
sume that there is little to be gained by 
spending time investigating variance on an 
item which is purchased only once or 
twice a year. 

In the case of a company that is consid- 
ering the establishment of a standard cost 
program, the purchased items offer an ap- 
proach to ultimate standard costs while 
giving immediate benefits in the cost-re- 
duction program. 


7. CONTROL OF STANDARDIZATION 
The purchasing function is an ideal po- 
sition from which to promote the cause of 
standardization of purchased parts mate- 
rial and specifications. They should work 
with design engineering, production engi- 
neering and production control in this ac- 
tivity and can prepare convincing argu- 
ments for such standardization. With 
proper coordination of the efforts of these 
four functions a major profit improvement 
could be accomplished both in eliminating 
unnecessary items and preventing their oc- 
currence in future specifications. The po- 
sition of purchasing in this matter can be 
further strengthened by the help of the 
controller in pointing up the inventory 
problems and costs occasioned by the lack 
of standardization. 
_ An important by-product of this activ- 
ity is the development of standard specifi- 
cations and their application by the en- 
gineering group in order to save the time 
of engineers in reference to company re- 
quirements. A considerable amount of en- 
gineering time and effort is saved when 
good standards and specifications have 
been developed. At the same time, the 
company’s problems relative to space, de- 
livery dates, paper work and expediting 
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are decreased when material and parts 
have been studied for elimination and 
concentration. 


8. CONTROL OF CHANGES 
TO PARTS AND MATERIALS 

The services and information available 
in the purchasing operations should be 
used to their fullest extent in considering 
the advantages and disadvantages of mak- 
ing changes in parts and material. Often- 
times such changes can be encouraged or 
prevented by studying the factors in- 
volved and weighing them against the cost 
savings. As an example, a proposed change 
might have some cost advantage which 
would be outweighed by unfavorable de- 
livery conditions prevailing in the indus- 
try. A case in point would be considering 
a change from castings to weldments 
where the mill situation on heavy plates 
was unfavorable. 

The inclusion of purchasing in deci- 
sions relative to changes has the added 
advantage of keeping them informed on 
the reasons for the timing of such changes 
in order that they may make their plans 
accordingly, including keeping the vendor 
informed. This helps in maintaining good 
vendor relations as well as preventing 
losses and production interruptions. 


9. CONTROL OF PAPER WORK 
AND MATERIALS HANDLING 

Under today’s conditions the costs of 
indirect labor and clerical workers are 
sizable and difficult to isolate and control. 
This labor expenditure is receiving the 
attention of management in efforts to re- 
store profit margins when the condition 
has been recognized. One approach is to 
improve the methods and equipment used 
in such efforts. This is work simplification 
and methods improvement. A second 
course which offers equal or greater op- 
portunities for profit improvement lies in 
eliminating the work entirely. As an ex- 
ample, it is a tangible savings to write a 
purchase order and receiving — as 
part of the original purchase order set, 
but it is even better to not write the pur- 
chase order by decreasing the frequency of 
ordering the item. 

Improvements can be made in the paper 
work involved in purchasing by establish- 
ing a repeating purchase requisition for 
stock items and for combining the pur- 
chase order and receiving copies in one 
set. A quotation set can be devised which 
permits sending out quotations to three 
sources simultaneously from one typing. 
An expediting form can be devised which 
can be checked off for the information re- 
quired from the vendor. These are all 
good simplifications and are being in- 
creasingly used by business. 

The elimination of transactions can be 
accomplished through carefully determin- 
ing the ordering quotations and their fre- 

(Continued on page 364) 
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SITUATIONS WANTED 





ASSISTANT CONTROLLER 
INDUSTRIAL 
COST ACCOUNTANT 

CPA, age 37, having excellent administrative 
and industrial cost background, desires a po- 
sition with progressive company. Extensive 
experience on a supervisory level in cost ac- 
counting systems, IBM procedures, confer- 
ences, armed services procurement proce- 
dures. Box 2274. 


INSURANCE ADMINISTRATOR 
Presently employed by multiplant manufac- 
turer devoting my full time to the adminis- 
tration of the insurance and pension pro- 
grams. Seven years’ experience in the pro- 
curement of all types of insurance: domestic, 
foreign and group. Have been successful in 
developing complete “tailor-made” protec- 
tion at a considerable savings for parent 
company and subsidiaries. Previous experi- 
ence as chief accountant and office manager 
very helpful in present assignment. Age 45, 
married, two children. Most willing to relo- 
cate. Box 2279. 


ADMINISTRATIVE EXECUTIVE—42, 23 
years’ corporate officer, controller, account- 
ing, credit, personnel four sizable firms, three 
hard goods distributors, presently controller- 
treasurer large Southwest investment-finance 
holding company. Desire Southwest, South, 
California. Box 2280. 





NOTE: Tue Contro.ien reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 








Purchasing for Profit 
(Continued from page 363) 


quencies. This identification, classification 
and control saves paper work and clerical 
efforts and saves physical work occasioned 
by receiving, moving, storing, counting 
and reporting of the item each time it is 
received. Once the organization under- 
stands the objectives of elimination of 
transactions they will suggest further ways 
to accomplish this highly desirable objec- 
tive. 

In conclusion, it is apparent that con- 
siderable opportunities exist for obtain- 
ing substantial profit contributions from 
the purchasing activity. The controller, 
with management backing, can perform a 
very important and profitable coordinating 
and progress-reporting function for the 
corporation. Realization of the full profit 
potentials requires the active participation 


opDAY with all the discussion of employe 
welfare funds in business, it is interest- 
ing to find a study which presents some 
facts about the handling of one particular 
type of employe trust fund. This research 
report concerns itself with profit-sharing 





trust funds which now number well over 
12,000 for industry as a whole. The work 
consists of a detailed analysis of the in- 
| vestment and administrative practices of a 
sample of some 208 profit-sharing trusts 
which have a total value of well over a 
half billion dollars. 

J. J. Jehring, director of the Profit Shar- 
ing Research Foundation, began this study 
of profit-sharing funds over a year ago. 
The data was gathered from profit-sharing 
| firms of all sizes. Companies included 
range in number of employes from as 
high as 34,000 to as low as eight. 

This is the first detailed analysis which 
| has been made of the actual investment 
policies and administrative practices of a 
large segment of any specific type of em- 
ploye welfare fund. 

The practice among profit-sharing com- 
panies was almost universally to give the 
employe members complete information 
about the status of the trust, and a large 
percentage even gave detailed information 
of the specific investment holdings of the 
funds. 

Profit-sharing trust funds differ from 
the pension-type trust fund, in that the 
| latter are commitments to meet fixed fu- 
| ture obligations and earnings may go to 
reduce the amount of employer contribu- 
tions necessary, whereas in ‘the former 
both the contributions and the earnings 
| belong to the employe members and no 
part of earnings can reduce the amount 
contributed by the company. This makes 
| for a considerable difference in the ap- 
| proach concerning information about the 
| investments and the administration of 





of all functions of the business since each 
function contributes important elements to 
the over-all program. There are various 
avenues open to achieving a complete pro. 
gram. The emphasis should be on the valy. 
able items. Good vendor relations, backed 
up with good interchange of information, 
fair prices, good deliveries and good qual. 
ity merchandise, are essential to good 
profits. This requires continuous effort og 
the part of the purchasing personnel to 
become thoroughly aware of their key 
vendors and the services which they ren- 
der. A common-sense approach, based on 
individual control of each item by ex. 
ceptions and value, will maximize profits, 
will develop a strong and aggressive pur. 
chasing operation, and will impress the 
internal organization and the vendor with 
the aggressiveness and foresightedness of 
the company in undertaking such a pro- 
gram. The controller can perform an im- 
portant role in this program. 


A New Study of Employes Trust Funds 


profit-sharing trust funds, whereas some 
companies are reluctant to give out in- 
formation about pension and other types 
of welfare funds, the tendency in profit 
sharing is to try to keep the employes in- 
formed as fully as possible. 

Mr. Jehring found in the year for which 
the study was made (1955) that the earn- 
ings of profit-sharing funds reporting 
amounted to $20.5 million and in addi- 
tion $5 million was realized as profit from 
the sale of securities. These companies 
also reported that there was a $36.5 mil- 
lion increase in the unrealized appreciation 
in the value of securities held. 

In the majority of the cases the com- 
panies paid the administrative cost of the 
fund rather than the trust. Sometimes, 
however, the cost was split between the 
company and the fund. 

Quite a number of trusts studied in- 
vest some of the fund in their own com- 
pany stock. However, only in a few cases 
was a large percentage of the total fund 
invested in company stock. The study also 
found that in a number of cases employes, 
through committee arrangements, had 
some say in fund investment and admin- 
istration. 

The study includes a detailed descrip- 
tion of the many services which are made 
available to the trustees of profit-sharing 
funds by various organizations such as in- 
surance companies, banks, brokers, pooled 
trust funds, mutual funds, investment con- 
sultants, and others. 

Research in this field was done in of- 
der to present factual data to those who 
have an interest in the orderly growth and 
development of the profit-sharing idea in 
American industry. This 155-page study 
is available from the Profit Sharing Re- 
search Foundation, 1718 Sherman Ave, 
Evanston, I]linois. 
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